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MUTUAL SECURITY ACT OF 1959 


WEDNESDAY, APRIL 29, 1959 


House or REPRESENTATIVES, 
ComMITTER ON Foreign Arrairs, 
Washington, D.C. 

The committee met at 10:30 a.m., in room G-3, U.S. Capitol, Hon. 
Thomas E. Morgan (chairman) presiding. 

Chairman Morean. The committee will come to order. 

We meet this morning for further hearings on the extension of 
mutual security for the fiscal year 1960. Our two witnesses this 
morning are Hon. Leonard Saccio, Acting Director of ICA, and 
Mr. John O. Bell, special assistant for mutual security coordination. 

Mr. Saccio, I will call on you first. 


STATEMENT OF HON. LEONARD SACCIO, ACTING DIRECTOR, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Saccrio. Gentlemen, since I last met with this committee on 
March 25, you have reviewed our programs around the world by 
region and by function. 

Yesterday afternoon there was a roundup session on the technical 
cooperation program. This morning, we are meeting for a summary 
session on the defense support and special assistance programs. 

I assume the committee would prefer in considering defense sup- 
port and special assistance to allow maximum time for questioning. 
However, here are some introductory remarks which I would like 
to make that I think may be useful to highlight certain questions. 
These remarks will deal very briefly with the following subjects: 

(1) Some considerations on the subject of administering aid in 
countries whose standards and efficiency are not fully advanced; 

(2) Some aspects of aid administration comparing Sino-Soviet 
bloc activity with our own; and 

(3) Agency performance under section 517. 

I would now like to turn to the first of these, which is a general 
problem in foreign-aid administration that finds its main focus in 
the special assistance and defense support programs. Our country 
has a clear understanding of the ike of underdeveloped coun- 
tries, such as inadequate education, poor health, and the need for 
economic progress and a real desire to assist these countries in solv- 
ing them. In such fields, many countries may be centuries behind 
the progress of the Western World. 

We understand that these are long-term problems and we are pre- 
pared patiently to help solve them. On the other hand, as a nation, 
the United States has very little patience with shortcomings in other 
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countries—in general governmental adequacy and efficiency, in politi- 
cal situations that lack fundamental elements of stability, and in con- 
cepts of business and governmental ethics and objectives. 

However, the central point is not whether we wish to administer an 
assistance program in a country whose economy is disrupted, or whose 
political system is weak, or whose finances are chaotic, or whose public 
ethical standards differ from those we are accustomed to. Quite often, 
these shortcomings are the fundamental reasons which compel special 
assistance or defense support. 

In recent weeks, many sources have charged that the United States 
is trying to “remake” countries with our assistance program; we are 
heavily criticized for trying to participate in changing some of the 
fundamental social, political, and economic structures of other nations. 

Yet, interestingly enough, the reverse criticism is heard just about 
as loudly. How often have we been charged with contributing to the 
maintenance of the status quo? How often does one read that our 
programs are just programs of foreign subsidy and that nothing 
fundamental is being accomplished ¢ 

In contrast to the range of conflicting charges, the facts about our 
activities and our objectives are really quite clear, even if the situations 
with which we have to deal are far from simple. 

Defense support and special assistance programs are intended to 
accomplish real changes; to produce tangible results. That is what 
the countries want. We must work together with them against inertia 
and for fundamental change. Change does not imply to us the recrea- 
tion of our own image, but helping to develop sound, independent so- 
cieties capable of joining with us in securing peace and progress in 
the world. 

We know that the Congress recognizes the inhibiting aspects of the 
situations we confront and yet expects change to be produced around 
the world, however painful the intermediate process, and that it is 
for this ultimate purpose that authorizations and appropriations are 
made. 

We cannot evade or postpone the responsibility to act when our in- 
terests require it. We have more than once had to face up to a choice 
among one of the following mutually exclusive unfortunate alterna- 
tives: 

(1) Should an aid program not be started because there are obvious 
shortcomings in ability to absorb assistance effectively, difficulty of 
recruitment, financial chaos, and so forth? or 

(2) Should we announce that we will give assistance only after the 
house has been put in order, knowing such to be almost a political im- 
possibility? or 

(3) Should we begin a program urgently required in our foreign 
policy interest, knowing that we will have to administer aid under the 
most trying of circumstances, attempting at the same time to carry 
along the introduction and adoption of basic institutions, a major 
task in itself? 

Often, as this committee knows, we must choose the last of these 
courses of action full well knowing that, at some later time, the debate 
will rage as to whether or not we should have been tougher earlier— 
whether or not inherent inefficiencies were so great that foreign policy 
considerations should have been ignored. 
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There is no doubt that, in some countries, the absence of modern 
organization and the established patterns of social, business, and po- 
litical relations and conduct makes the administration of a foreign-aid 
program difficult. 

Nowhere, even in the U.S. Government, is any deviation from the 
expected standards of public conduct more quickly and publicly docu- 
mented than in our foreign-aid programs; yet nowhere is it so beyond 
the exclusive control of the United States to enforce such standards 
as we are accustomed to meet in the United States as it is in these 
foreign-aid programs. We are dealing with sovereign governments 
and with national ways of life that differ radically from our own. 

Why do I raise this particularly difficult and sensitive problem with 
you? It is not that t ask that foreign-aid funds be exempt from 
such standards, nor that the facts of errors by the te Sg country 
and ourselves in the use of joint funds be suppressed. What I hope 
for is greater understanding of the real conditions under which this 
work must be done. 

If we insist, with too heavy a hand, on an elaborate and rigid system 
of U.S.-designed checks and penalties each time some individual may 
commit an infraction of the general rule, I fear that such insistence 
may adversely affect the indispensable achievement of our foreign 
policy objectives. Safeguards are essential and we try to design them 
carefully to meet program situations. 

I ask that in assessing such situations we keep in mind that we are 
working with sovereign governments who have requirements and re- 
sponsibilities to their own people and that the need for elaboration 
of safeguards must be balanced against the need to retain the fullest 
degree of cooperation with these countries. 

We do not choose to work in a country because the problems are 
easy ; we do not fail to start a required program just because a country 
lacks effective leadership; we cannot terminate a program just because 
the standards of public conduct differ from our own. 

We have programs to accomplish our foreign policy interests. We 
must be prepared to administer large sums of money, supply man- 
power, and provide materials in situations where the other countries’ 
abilities to participate responsively are severely handicapped. 

We welcome all the helpful guidance that can be given us; in the 
long run, we believe we can assist in building of new and more effec- 
tive concepts of responsibility as well as education and health stand- 
ards. ‘The one thing we cannot do is evade our responsibility to par- 
ticipate just because the other fellow’s standards are not identical 
with ours. Our interests in the world are too great to permit accept- 
ance of such a narrow attitude. 

Much nonsense has been written lately about the foreign aid pro- 
grams. None has been less accurate or more harmful than that which 
feeds the myth of the Soviet supermen. We have been told that 
everywhere in Asia the United States is losing the cold war to the 
Soviets. We have been told that Soviet foreign technicians are per- 
fectly bilingual, capable of speaking local dialects with the particular 
accent suitable to the locality. We have been told that Soviet aid 
programs are administered with great flexibility and without error. 

At the outset, I should like to state that the expanding Sino-Soviet 
effort in the foreign assistance field poses serious threats to our long- 
run security. 
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We understand the bloc is making careful and thorough plans to 
expand and improve their program. We certainly do not underesti- 
mate their capacity. Meanwhile, however, those who find nothing 
but error in our programs and no flaws in those of the Soviets are not 
only guilty of gross inaccuracies—they are doing a disservice to our 
own cause by feeding the myth of the infallibility of the Soviet system. 

It is not, for example, a fact that most Soviet foreign aid personnel 
ean speak the local language. The Soviet aid administrators are 

making many of the same errors we have made, particularly in the 
early days of our programs. There have been political and technical 
errors connected with their activities, and they have made technical 
and administrative errors in implementing them. 

In early 1958, Indonesia purchased 4,000 jeeps from the Soviet 
Union under very favorable credit terms. Since then the Indonesians 
have experienced the true cost of the jeeps. Among other frequent 
failures, the inferior windshields have buckled under. tropical heat, 
the steering mechanism has provided inadequate control at high 
speeds, and the tires have worn out at only 5,000 miles. 

In a south Asian country, a high level Soviet negotiating team hap- 
pened to be on the spot during a disastrous flood in one-third of the 
nation. Despite the unusual opportunity which this offered them, 
the Soviet delegation spent weeks negotiating and sending to Moscow 
for instructions. They eventually : selected a number of projects which 
were very difficult to administer—as they have since discovered—and 
they were not able to provide any help during the country’s immediate 
crisis. 

By contrast, the U.S. aid mission went into action and played a 
crucial role in immediately helping the country meet its crisis. Also, 
the same mission selected a few projects which we knew we could 
successfully implement, which related directly to the most important 
problems of the country, i.e., to increase its production in certain key 
sectors, and which had great appeal to the people of the country. 

Most of you have heard of the tons of cement the Soviets left in 
the weather in Rangoon to absorb moisture and become worthless, 
and of the fact. that they bought rice from the same country, Burma, 
and sold it to the country’s regular customers. 

Similarly, East German technicians had their troubles in Indonesia 
where, after long and costly delays in constructing a sugar refinery 
involving serious adverse political impact, their embarrassment was 
compounded when the mill broke down during test runs. After al- 
most a year it is still not in operation. 

Let me again assure you that I am not saying we have grounds for 
complacency. However, we are currently operating a “larger and 
more useful assistance program, and we are operating it more effli- 
ciently than the Sino-Soviet bloc. 

When I appeared before you to begin the ICA testimony this year, 
I referred to section 517 which was added to the Mutual Security 
Act last year and which, for stated appropriations, requires that tech- 
nical and financial planning be completed before an obligation is 
incurred. The requirements of the section, we believe, have been 
complied with in all applicable instances. 

The Subcommittee for Review of the Mutual Security Programs 
of this committee has raised the question of whether section 517 is 
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adequate to prevent premature obligations. I believe that our cur- 
rent program and financial controls which incorporate the provisions 
of section 517 generally are adequate to assure that obligations are 
not prematurely incurred. 

There is always a timelag between the initiation of improved pro- 
cedures and their reflection in actual performance. Thus it will be 
a year or two before we can really make a final judgment on those 
revised procedures put into effect this year, including section 517. 
However, I think we can safely say even at this point that these new 
procedures are bringing substantial improvements in our operations. 

We are, however, continuously on the alert further to improve our 
procedures, and we plan further changes this year designed to supple- 
ment and support our existing controls, including section 517. A 
number of alternative devices designed to this end are now under 
active consideration, and we will put into effect, in connection with 
next year’s program, some further improvements in our procedures. 
The objective of these changes will be, on the one hand, to avoid 
entering into formal obligations until the necessary implementing 
pear vine, torn been thought through and are ready to be taken, and on 
the other hand to accelerate such implementing actions. 

The authorization request on which you will have to act includes 
$272 million for special assistance for 15 countries, Berlin, and for 
special programs such as malaria eradication, American schools 
abroad, and the investment incentive fund. 

This request is approximately at the level programed during this 
fiscal year. Earlier witnesses have described for you the excellent 
work being done under the functional programs of health and educa- 
tion, and the sound prospects for continuing these and undertaking 
the investment incentive activity. 

Your committee has heard classified testimony that our special 
assistance programs, in critical areas of the world, play a significant 
role in the fundamental political alinement of various countries. 

Special assistance is one of the essential factors which makes pos- 
sible the continuing availability of strategic bases to U.S. Armed 
Forces. I believe our witnesses have clearly demonstrated that this 
assistance is a necessary ingredient for the very existence of some 
independent sovereign governments, 

The authorization before you also requests $835 million for defense 
support. This request is for 12 countries, 11 along the margin of the 
Sino-Soviet Empire. Over three million men are under arms in 
these 12 defense support countries, and their continued contribution 
to the common defense is being maintained—without a deterioration in 
their economies—as a direct. consequence of our defense support as- 
sistance. Our witnesses have testified on the requirements of these 
individual countries. The detailed, specific, justified requirements of 
these 12 nations adds up to the total we are requesting. 

The request cannot be cut without cutting one or more of these 
country programs, and none of the country programs can be reduced 
without risk. I wish to make this conviction clear to you, a reduction 
of these programs will result in increased risk to the security of the 
United States. ‘ 

I am prepared to address myself further to this and any points which 
you may wish to raise, and we can recall any previous. witness if 
necessary. Thank you. 
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Chairman Morcan. Thank you, Mr. Saccio. 
Mr. Bell. 


STATEMENT OF HON. JOHN 0. BELL, SPECIAL ASSISTANT FOR 
MUTUAL SECURITY COORDINATION, DEPARTMENT OF STATE 


Mr. Bett. Mr. Chairman and members of the committee, I appear 
today in support of the request for an authorization of $200 million 
for the President’s contingency fund for fiscal year 1960. An explana- 
tion of the need for the contingency fund, the kinds of requirements 
which it is intended to meet, and of past uses of the contingency fund 
is set forth on pages 141 to 150 of the maroon World Wide Summary 
volume of the presentation books which are before this committee. 

The executive branch proposes continuation of the concept and the 
legislative authority for the contingency fund that is in effect in fiscal 
year 1959 and which obtained prior to fiscal year 1958; in other words, 
we propose a separate fund to be available to meet contingent needs 
which may arise during the course of the fiscal year, and which may 
require the application of funds above those appropriated under 
other sections of the act. 

These funds could be used, for example, to provide military assist- 
ance, defense support, special assistance, technical cooperation, or 
voluntary contributions to international organizations which are part 
of the mutual security program. 

A justification for the request for a mutual security contingency 
fund rests essentially on two propositions: 

First, as set forth in the statement of policy contained in section 
2 of the Mutual Security Act, it is the policy of the United States as 
long as the threat of international communism endangers the peace 
of the world and security of the United States, to make available 
to free nations and peoples, on request, assistance which will support 
their efforts to maintain their freedom. 

Second, it is impossible for us accurately to predict at the time 
that the mutual security program estimates are transmitted to the 
Congress the kinds of situations which may develop throughout the 
world from a half year to a year and a half in advance, which situa- 
tions may be considered vital to our national interest, and which may 
require the application of resources in a relatively short time. 

A number of situations continue, or are emerging, which may dur- 
ing the course of fiscal year 1960 require the application of U.S. funds. 

The contingency fund, together with the President’s authority under 
section 451(a) to waive certain requirements of legislation in a limited 
number of situations where this action is justified, constitute the most 
flexible instruments available to the U.S. Government in promoting 
our rng policy. 

It has been necessary in past years to meet two basic types of re- 


quirements for which specific advance provision could not be made. 

First, there are those requirements which are recognized as poten- 
tial at the time the program for a succeeding fiscal year is developed 
but which, as of that time, are not sufficiently definite in terms of 
their necessity, size and nature to justify the inclusion of an identifiable 
amount in the program presented to the Congress. 
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At any given time, potential requirements of this kind are substan- 
tial and one can be sure, based on past experience, that some of them 
will become actual requirements demanding prompt action. 

It is probable that others may never materialize. However, it is 
not possible to forete}l whether a particular potential requirement 
will become an actual requirement, nor can the precise size or char- 
acter a requirement might take be determined in advance. The best 
that can be done is to estimate the proportion of all contingent claims 
that may eventually require explicit recognition in the aid program as 
it is finally executed. 

There are also requirements which are not foreseen at the time the 
annual program is presented to Congress but which appear after the 
fiscal year has commenced. These requirements include those that re- 
sult from natural disasters, those that reflect unforeseeable Soviet ac- 
tions, and those which flow from unexpected political or economic 
developments in a country of critical importance to the United States. 
They include requirements that one would ordinarily class as “emer- 
gency” in nature. They also include the requirements presented by 
those occasional, suddenly emergent opportunities to seize the initia- 
tive and to undertake measures abroad which are likely to strengthen 
the fabric of the free world provided they are undertaken immedi- 
ately or shortly after the opportunity appears. 

Our experience in recent years indicates, I believe, the usefulness of 
the contingency fund in meeting of situations which develop virtually 
overnight. 

J Seach has, since its birth as a nation, been dependent upon outside 
sources to supplement its revenue. At the time that the program for 
fiscal year 1958 was made up, no provision was made for economic 
assistance to Jordan. It was noted, however, that in view of the un- 
stable situation it might be necessary to extend considerable amounts 
of aid. 

Later, after Egypt and Syria refused to provide assistance which 
they have promised at the time of the termination of economic assist- 
ance from the United Kingdom, Jordan was threatened with economic 
collapse. The United States provided $20 million for the support of 
the y ordanian budget and $10 million for economic cavalier 
prcierts to help Jordan through this crisis. After the program for 

scal year 1959 was submitted to Congress, events in the Near East, 
beginning with the revolution in Iraq and leading to the temporary 
stationing of U.S. troops in Lebanon and British troops in Jordan, 
produced grave effects on Jordan’s financial position. Military and 
other government costs rose while economic activities and trade 
suffered. 

The United States was able through the contingency fund to sup- 
plement its programed aid to Jordan and enable that country to sur- 
Vive as an independent nation. 

Turkey, for some time needing major economic and fiscal reforms, 
agreed, after the preparation of the fiscal year 1959 mutual security 
Erveram, to take the required measures which included a substantial 

evaluation of the Turkish lira. This was a significant development 
affecting the economic strength of Turkey. However, for it to be 
effective, it required additional external resources. The availability 
of funds from the contingency fund to supplement the planned defense 
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support program played a large part in achieving an agreement in- 
wbrine Funds from Western European countries and Development 
Loan Fund and Eximbank credits. 

Toward the end of fiscal year 1958 a severe decline in copper prices 
created a major balance of payments problem in Chile. Chile needed 
external assistance in a minimum amount of $40 million to help finance 
the flow of essential imports. The United States was able to assist, 
by virtue of the contingency fund, by supplementing an Eximbank 
loan, drawings from the International Monetary Fund, and loans from 
private banks, with a loan of $10 million repayable in dollars. 

When the fiscal year 1959 mutual security program was presented 
to the Congress last year, it was expected that about $15 million in 
special assistance would enable the Government of Tunisia, headed by 
President Bourguiba, to maintain a financial stability and carry on 
a modest development program. 

Subsequently the pressure on the Tunisian state, unhappily involved 
in the struggle for control of north Africa, had serious effects on the 
Tunisian economy. With the curtailment of French assistance, the 
flight of capital and businesses, and the withdrawal of French tech- 
nicians, Tunisian resources were hard pressed and unemployment was 
mounting. In these circumstances the use of contingency funds to 
supplement the planned program have helped to maintain stability in 
a country located strategically on the southern flank of the Medi- 
terranean. 

On the basis of past experience, and from what we now discern 
on the international horizon, we fully expect that situations will arise 
during the course of fiscal year 1960 in which the availability of con- 
tingency funds will serve importantly to maintain significant U.S. 
interests abroad. We would like to suggest the kinds of situations 
which we envisage. 

First, there is always the possibility that the Kremlin, constantly 
shifting its techniques in the cold-war struggle, will decide to probe 
the free world defenses in a manner similar to the attack on the Que- 
moy-Matsu Islands last fall. During that crisis a very substantial 
increase of military assistance enabled Chinese Nationalist forces to 
maintain the defenses of the islands; there was also a need to supple- 
ment defense support funds to meet exceptional requirements arising 
from the straits crisis. 

Second, the presence of U.S. forces at some of our bases abroad 
gives rise to problems, particularly in those newly established states 
which have recently freed themselves from control by other powers. 
A constant interplay of rivalry between those groups prepared to 
accept the use of their territory by the United States for the common 
defense of the free world and those groups opposed produces pressures 
which fluctuate from time to time. The judicious use of contingency 
funds has proved necessary and effective in the past in order to main- 
tain continued access to these bases and the same situation may be 
repeated in fiscal year 1960. 

Third, a number of countries throughout the free world have 
economies which are especially sensitive to changes in world eco- 
nomic conditions and face serious financial problems when their for- 
eign exchange earnings are adversely affected either by natural dis- 
asters or by changes in world crises. 








in 
co 
an 











MUTUAL SECURITY ACT, 1959 1617 


In the last year, for example, the Sudan has faced major problems 
in disposing of its principal export crop—cotton; and Haiti has been 
confronted with similar problems arising from its poor coffee crop 
and lower prices realized on world markets. 

One of the root causes of the continuing economic crisis in Bolivia 
is, of course, the difficulty in disposing of tin ore. In such situations, 
the alternative is to provide assistance to tide these states over their 
difficulties, often in conjunction with international agencies, or to see 
them founder. 

Fourth, this committee has been extensively briefed on the Soviet 
economic offensive which seeks through ostensibly peaceful and help- 
ful extension of aid to infiltrate free world countries and bind their 
economies to that of the Soviet bloc. While initially the governments 
of such countries may hope to maintain their independence while 
accepting Soviet aid, some of them have been speedily disillusioned. 

Yugoslavia, for example, was made acutely aware of the political 
strings attached to Soviet economic relations, and other states around 
the periphery of the Soviet bloc have had similar experiences. Situa- 
tions are presently developing which may lead to opportunities to 
extend U.S. assistance to prevent dependence on Soviet aid. 

Finally, contingency funds have been employed in helping to miti- 
gate the effects of natural disaster such as floods, earthquakes, and 
hurricanes, and man-made causes such as wars and revolutions. 
American assistance offered in these situations demonstrates the hu- 
manitarian concern of the American people. Contingency funds 
have thus been important in aiding the victims of floods in Pakistan, 
Indonesia, and recently in Uruguay, in the River Plate area; of hur- 
ricanes and typhoons in the Caribbean and the western Pacific; of 
earthquakes in the Middle East and of disease epidemics in south 
Asia and the Far East. 

The opportunities which are likely to arise cannot be met from any 
other source. The planned programs of military and economic as- 
sistance submitted to the Congress are austere and based on optimistic 
assumptions, some of which are asta subject to serious doubt. 

The contingency fund is indispensable to augment such programs 
as these and, in addition, setooidee the only resources by which the 
United States may effectively meet emergency situations. If these 
situations are not met quickly, they are opportunities lost forever 
to the free world and may well be exploited by the Communist bloc. 
Thank you. 

Chairman Morean. Thank you, Mr. Bell. 

Mr. Saccio, at page 6 of your statement in the bottom paragraph 
you speak of a south Asian country, and a high level Soviet negotiat- 
ing team. Are you speaking of Ceylon? 

Mr. Saccto. Yes, on and I have with me here a cable from our 
mission giving a comparison on an initial 6-month basis between our 
program in Ceylon and the Russian program, and the Chinese Com- 
munist popgren. 

It is marked confidential for obvious reasons, but I would be happy 
to let the staff have it, look it over, or have the committee go over it 
right now if you so desire. I think it shows up quite well that with 
good basic experience on our part we were able to do a lot better job 
with a lot fewer resources in this particular country. 
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There are about 16 projects the Soviets promised to carry out and 
I think only one is really activated now. 

Chairman Morean. Was that contingency fund money or special 
assistance money ¢ 

Mr. Saccro. In Ceylon it was a combination of technical coopera- 
tion, Public Law 480, and I think a small bit of special assistance. 
I don’t think that we went in there with any contingency money; we 
used actually the program we had in mind at the time of the floods. 

Chairman Morcan. Was Mr. Grant there at that time? 

Mr. Saccro. He was the mission director at that time. I think he 
was here last year and gave you at least a preliminary review of the 
program. He did an excellent job. 

Chairman Morean. Mr. Saccio, at the bottom of page 7 and the top 
of page 8 you refer to the time required to judge effectiveness of re- 
vised procedures relating to 517. 

Mr. Saccro. Yes. 

Chairman Morean. I have a copy of your instructions to the field 
which would seem to indicate you did not regard a revision of the 
procedures as necessary to confirm the 517. Would you care to com- 
ment on it? 

Mr. Saccto. Well, the basic procedures that had already been put 
into effect at the time 517 was passed by the Congress in our view 
actually required the missions to obligate funds only if they were 
sure their plans were firm. 

Now, it is true that putting the obligation on the mission is not a 
way by which Washington knows definitely as to whether these are 
carried out, though they are under instruction to do so. 

It was our belief at that time that our procedures were in the spirit 
of 517 and that we were telling the field, in effect, that if they carried 
out the regular manual orders that were in effect with a review of the 
technical requirements of 517 which were in addition, of course, to our 
manual orders that they would in effect be carrying out the spirit of 
517. 

Now, the manual orders I refer to are a development over a period 
of time. 

As you will recall, when FOA was formed, I guess it was three basic 
agencies that were put together. Three systems had to be combined 
and this was done by what we call the “blueprint” operation which 
conformed the procedure of the Mutual Security Administration, the 
military program, the TCA, and I think there was one other, the 
Institute of Inter-American Affairs. The second step was the insti- 
tution of “greenprint,” which was a simplification or an attempt to 
take out some of the complications of the blueprint procedure. This 
was also worked out in the beginning of 1957 and it was made effec- 
tive in 1958. 

_ It was our feeling that though we welcomed the specific direction of 
Congress on 517 as far as the obligation is concerned that we had put 
into effect procedures directed to this sort of problem. 

Now, as far as the time is concerned, this sort of thing shows up a 
year after the funds are obligated. If the mission hasn’t actually put 
these refinements into operation, then his judgment is bad or he didn’t 
have the estimates he should have had. The question really is, Do we 
need any more than 517 in our present procedures ? 
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Only time will tell—in the next year or so—whether more is neces- 
sary to effect these purposes with which we both agree. 

Chairman Morean. But you think then that 517 is bringing sub- 
stantial improvement in some of your operations ? 

Mr. Saccio. We feel very strongly this is the principle upon which 
they should operate. We only make one qualification and obviously 
it is allowed for in the law—I mean the entire act. In some of these 
cases we have just got to go forward and make a commitment to a gov- 
ernment even though we may not have the plans we desire at the 
time the obligation is incurred. This is provided for under 451(a) 
where the President himself could make an exception. 

Chairman Morean. Thank you, Mr. Saccio. 

Mr. Chiperfield. 

Mr. CurrerFietp. Thank you, Mr. Chairman. 

I wish to thank both of you gentlemen for your excellent statements. 

Mr. Saccio, I am very glad you brought out on page 6 of your 
statement the fact that many claim that there is nothing but error 
in our programs, and no flaws in those of the Soviet. That kind of 
statement bothers me just like it bothers you. I was glad that you 
put into the record some examples of the difficulties oo the mistakes 
that the Soviets are making and not always emphasizing the difficul- 
ties that we encounter. 

The same is true, Mr. Bell, in your statement. I was glad that you 
put into the record certain specific instances where it was necessary 
to use contingency funds so we can have a better opportunity to justi- 
fy that kind of a problem. 

I have no questions. Thank you, Mr. Chairman. 

Chairman Morean. Mr. Carnahan. 

Mr. CarnaHAn. I want to also say that I appreciate the fact that 
you have put into the record a comparison between the operation of 
our programs and the Soviet programs. If you will, I would like for 
you to comment further on the statement we usually get that all of 
the Russian technicians are experts in language and speak the lan- 
guage well. How does the percentage of the Russian technicians 
compare with the percentage of our own technicians who speak the 
local language ? 

Mr. Saccio. I don’t have the exact figures on a worldwide basis 
but I think that Soviet technicians, technicians themselves and not 
specially assigned people to their embassies rarely have competence 
in the local language. In fact, they have more difficulty than we do, 
even though we may not know the local language because in many 
of these areas, English is the standard language. I think we all know 
that in India, I believe there are 14 official languages and when the 
officials of these various states talk to each other they often drop into 
the vernacular, English, because they don’t understand each other’s 
local language. 

We do have an example in Cambodia about which I have been in- 
formed where our people, our technicians in greater number know the 
Cambodian local language, and the Communist Chinese mission I 
don’t think has anybody except one possibly who knows the language 
at all, the local language. 

Mr. CarnaHan. Would you care to comment on the statement that 
the U.S. people always live in colonies or groups and do not mix with 
the local people? 
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Mr. Saccro. Well, I think that highlights a problem which is not 
easy of solution. There are certain standards we as Americans would 
like to maintain in order to help our people do the jobs they are sup- 

osed to do when they go to these countries. I would not say in many 
instances it is the purpose of our technicians to actually live with the 
people. Their job mainly is to help the people develop institutions 
themselves and not do the work themselves——not have our American 
techniciapv do the work himself. 

The fact is in technical cooperation particularly which accounts 
for about 85 percent of our personnel overseas (and in Washington) 
the contact is fairly broad all along the line. With the people with 
whom we are working, not only in the ministries but also in the field. 

On the side of the question as to how they should live, or what 
kind of accomodations they should have, this 1s extremely difficult. 

I remember the statement by Dean Rusk—I think he made this 
statement in a meeting, representing the Rockefeller Foundation—he 
said very clearly that 1f we want a good job done we have to give the 
man the instruments and the conditions under which he can do that 
job. You can’t expect him to worry his head over the health of his 
wife or where she is living and the accomodations she has and do the 
job we send him into the country to do. I think this is a basic factor 
we ought to recognize. I am sure we would have complaints from the 
Congress itself if we didn’t give these people fairly decent places to 
live. 

Mr. CarnaHan. And would you comment briefly on the comparison 
of our own technicians in this regard with the Russian technicians? 

Mr. Saccro. Well, the one place I do know something about directly, 
I understood that the Russian technicians were kept and herded in a 
compound where they had very little contact with the native people, 
that their stay in the country was planned to be temporary in the sense 
that they were brought in just to carry out a project and then they 
would go back. Whereas ours are planned on the basis our technicians 
would tee a comparatively long-time association with the people of 
the country. Our goal is usually 2 years and we try to keep them 
there as long as necessary, and even on short-term assignments we feel 
they ought to be closely associated with the people they are helping. 
ope generally we compare favorably to what the Russians do in this 

eld. 

Mr. CarnaHAn. What reason do you give for the Russians being 
kept in, as you say, a compound and not mixing with the local peoples? 

Mr. Saccro. I would gather most of the technicians they send in to 
do this sort of work are in their own judgment not trained to do a 
public relations job. They are really trained to go in and doa ——_ 
job of construction or planning and then they are sent back and most 
of them, from the reports I have received, are rather unhappy and as 
soon as they get through with the job the better they like it and they 
want to go back. 

Mr. CarNAnANn. Do they have other technicians present who do the 
job of mixing and living with the peoples of the area? 

Mr. Saccro. I am sure that they have, either attached to the Em- 
bassy or some of their activities in aid, people who do this as a regular 
matter and for a deliberate purpose. I am not saying they do not 
exist, but by and large my information is that technicians are usually 














MUTUAL SECURITY ACT, 1959 1621 


sent in to do a job of a technical nature and they are sent back as soon 
as it is accomplished. 

Mr. Carnauan. I yield to Mr. Chiperfield for an additional ques- 
tion. 

Mr. CurrerrreLtp. Thank you, Mr. Chairman. I want to refer to 
an investment incentive fund of $5 million. I read a statement in this 
bound volume that I find rather complex and not very clear so far as 
I am concerned. 

Now, I may have missed testimony which you gave on this invest- 
ment incentive fund but unless there is a clear and concise statement 
in the record, I would like to have one furnished. 

Mr. Saccro. At page 6 of Mr. Arnold’s statement which I believe 
was given April 17 

Mr. CurrerFieLp. I missed that, I believe, but you feel that is 
sufficient ? 

Mr. Saccto. I should emphasize that these standards we have set 
up in my judgment are sufficient but I also should make clear that we 
are doing this on a trial and initial basis. I think we shall be success- 
ful, but it is a matter of getting this sort of a job done that we are 
looking to. We haven’t tremendous experience in this field so we 
can’t say we are absolutely definite on it. 

Mr. CarNAHAN (presiding). Mrs. Bolton. 

Mrs. Bouron. Thank you, Mr. Chairman. 

Mr. Saccio, at page 3, at the top of the page: 

Change does not imply to us the recreation of our own image. 


I hope that is true. I think we Americans are so pleased with our 
own image that when we go out we just stick out our chests and say, 
“Now, this isthe way everything has to be done.” 

Also I think it relates a little to this technician business: Going out 
only to do a technical job. The major part of the work from my 
standpoint is to know the people and to get them to respect and like 
the United States and to understand our point of view. To get them 
to feel we care about them. When we go out, and just do a job, it 
cannot build understanding, can it? 

Mr. Saccio. I don’t think so and I think you have emphasized 
principles we firmly believe in. You are developing a relationship, 
you are trying to help these people build institutions and not just do 
something for them. You don’t go in and just build a plant or a hos- 
pital and get out. You try to get them to put this sort of thing in 
their own culture and their own system so that they are doing the job, 
and we believe in this firmly as being a basic principle of our opera- 
tion. 

Mrs. Botton. I do feel this: I have lived a little too long to think 
you can make a person over. A technician is a technician. Whether 
you can get into him a point of view and a vision of why he is being 
sent out here, is a real problem. So I don’t expect the impossible. 
But at the same time I was wondering if you had any method of 
preparation for these technicians that would give them a deeper sense 
of what they are going for. 

Mr. Saccrio. We try to do a job on that, Mrs. Bolton. It is true 
that you have to weigh emergencies, contingencies, and the desire to 
get a job done against things that are ideal. 
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Mrs. Bourton. I don’t think they are just ideal, I think they are 
fundamental. 

Mr. Saccio. We believe in these things and there are standards but 
obviously we may fall short of accomplishing or implementing those 
standards and ideas. 

I had occasion to review just the other day the manual which we use 
in indoctrination and I was very pleased to see that the subjects you 
mention here were hit hard. 

Mrs. Bouton. Well, that is good, but please keep at it a little 
harder, will you? 

My 5 minutes are going and I would like to ask Mr. Bell some- 
thing. 

In your plans and so on, in the contingency fund, do you look to 
the contingency fund to make possible the doing of something for 
Guinea when you all wake up to the fact that Guinea is important? 

Mr. Betu. Yes, ma’am. 

Mrs. Botron. Because it is fundamental, and from my actual per- 
sonal knowledge it is very important at this moment. We might lose 
Africa if we give Africa the feeling that we wait around forever be- 
fore we do anything, as we did in some other countries. 

That is one of the things you want a contingency fund for? 

Mr. Beut. This is precisely one of the kinds of cases in which a con- 
tingency fund is most useful. You can see a requirement for action in 
Guinea. You do not at this moment have a basis which would enable 
you to say, “We need precisely this amount to do precisely these 
things,” and it is the contingency fund which would make it possible 
for us to take action. 

Mrs. Botron. I am very much for the contingency fund. Also, I 
am a little bit for Guinea. 

May I also ask you, Mr. Saccio, this question: You say you are 
giving help to American schools? 

Mr. Saccio. Yes,ma’am. 

Mrs. Bouton. Now, it has seemed to me as I have gone about, that it 
would be unwise to try to set up an American school as such. But 
it has seemed that it might be wise to help the indigenous university 
or school. 

Mr. Saccio. We have been doing this. 

Mrs. Bouron. Are you doing it anywhere in north Africa? Tunis? 

Mr. Saccto. No. 

Rive Bouron. Morocco? What about their tremendous university 
there ¢ 

Mr. Saccio. We really haven’t gotten started on the program itself 
in that area. 

Mr. Betx. If I may interrupt, this particular reference is to a 
specific provision in the legislation which referred to American schools. 
The kind of school envisaged here is like the American University in 
Beirut. There are very few Americans in it except in teaching. 

Mrs. Boiron. Regarding Aleppo, I think you answered my ques- 
tion the other day that it was a missionary college. I suggested that 
the missionary end of it has been removed. Will you please check it? 
It is doing an absolutely superb job and has not gotten itself into 
trouble during the upheavals. 

Chairman Morean. Mrs. Kelly. 
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Mrs. Keiiy. I do not know, Mr. Chairman, if my questions were 
asked in my absence; if so, please do not hesitate to tell me and I can 
read the record. How much remains in the contingency fund from 
last year? 

Mr. Betu. At the moment about $45 million, Mrs. Kelly. 

Mrs. Ketiy. And you have given us a few illustrations of how this 
was used last year, haven’t you ¢ 

Could you tell us what you envisage? Did you spend only $45 
million of it last year, up to date? Is $45 million remaining? 

Mr. Bett. When I say $45 million I refer to fiscal 1959. 

Mrs. Ketty. How much is unexpended in this fund? 

Mr. Betu. Expended, as distinguished from obligated, I would have 
to provide for the record, Mrs. Kelly. 

The information is as follows :) 

The unexpended balance of the fiscal year 1959 contingency fund was $15,- 
300,275 as of Feb. 28, 1959. 

Mrs. Ketiy. I would like to know how it was used and for whom. 

Mr. Betx. The amounts that have been programed to date, that is 
sed million of what has been programed to date, is set forth in your 


Mrs. Ketuy. Are these grants or loans or what? 

Mr. Betx. In almost every instance they are grants. 

Mrs. Ketiy. However, Jordan was a grant, but Chile you have 
mentioned as a loan; is that correct ? 

Mr. Bett. That is correct. That was last year. 

Mrs. Ketity. When you have a loan like that, how much of this 
money to date has been out on loan? 

Mr. Bett. How much of the contingency fund ? 

Mrs. Ketiy. Yes. If this is a loan, how many other times durin 
the course of the history of this fund have you started out in loans 

Mr. Betu. I would have to check the record to provide you with the 
exact fact, but I would say as a generalization that in the considerable 
majority of instances it has been grants, not loans. 

Mrs. Key. I would like to know how much in loans. 

If it is repayable in dollars, to whom does that return; does it re- 
turn to the loan fund or to the Treasury of the United States or what? 

Mr. Bet. It is returned to the Treasury of the United States. 

(The information is as follows:) 

No loans have been made from the fiscal year 1959 contingency appropriation. 
As noted on page 141 of the Worldwide Summary for Fiscal Year 1960, the 


unprogramed portion of the fiscal year 1958 special assistance appropriation 
was used for contingency items which included the following loans: 


{In millions] 





Country : Amount 
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To date no repayments on these loans have been received nor are they due. 
When received, these payments will revert to general funds of the Treasury 
and thus will not be available for MSP use. 
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Mrs. Ketiy. Does it need to be reauthorized ? 

Mr. Bex. It would just go into general receipts. 

Mrs. Keiry. You can use it without new authorization. 

Mr. Betx. We could not. 

Mrs. Ketiy. You cannot ? 

Mr. Betxi. No, ma‘am. 

Mrs. Ketiy. How much has been repaid of these loans, can you get 
me that answer ? 

Mr. Betz. Yes, we can supply that for the record, too. 

Mr. Saccro. I believe Mr. Murphy has that. 

Mr. Betz. All loans or loans from the contingency fund? 

Mrs. Krtiy. Just the contingency fund. I fear we are getting into 
another loan operation here outside the DLF. I know it is supple- 
mentary to it but are you repaid by the DLF at any time? Do they 
assume the loan debt that you have? Have they the right to do that? 
Do they repay you in dollars and then you transact this loan through 
the DLF ? 

Mr. Betu. No, the use of the contingency fund is not permitted—I 
mean the Development Loan Fund cannot benefit from the con- 
tingency fund. As far as the contingency fund is concerned, whether 
it is on grant basis or loan would depend on the nature of the con- 
tingency and the need of the country. 

Chile is the only case I know of but I think it is the only instance 
where it was a loan. 

Mrs. Ketiy. Do you mean in the past history of it? 

Mr. Bex. In the contingency fund, yes. 

Mrs. Kerry. In the last year ? 

Mr. Brut. In the last several years. 

As I say, I would want to reassure myself that this is so but I 
believe it is likely. 

In that particular instance what you had was a temporary difficulty 
or a difficulty which we regard as transitional in the Chilean situa- 
tion and we believed there was a capacity to repay and therefore. 
as te should be expected. 

Mrs. Keiiy. Did I hear you say that Mr. Murphy had the break- 
down of this for last year or will you submit that for the record ? 

Mr. Berx. We have in the book how the fund was used last year. 
It shows at page 148. The distribution of the contingency fund in 
1959—in 1958—and also shows the use to date in 1959. 

Mrs. Ketiy. What page is that on? 

Mr. Bett. Page 148 of the worldwide summary book. 

Mrs. Key. I will look that up. 

In the amendment you have suggested, I think it is 516, these funds 
are frozen in foreign governments, is that correct? The 516 amend- 
ment refers to frozen funds in X country, is that correct ? 

Mr. Saccro. Counterpart. This is local currency counterpart. 

Mrs. Ketiy. Now, how much is involved in that? You gave it to- 
me once before. I think you gave me $40 million but I understand it 
is approximately $60 million. Is that correct? 

Mr. Saccio. It is approximately 60 million. We will give you an 
accurate figure on that. 

(The information is as follows :) 


The Greek Government has made a specific proposal that the drachma equiva- 
lent of $57.5 million now “blocked” or “frozen” to be used to retire debt to the- 
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Central Bank of Greece. There is an additional counterpart equivalent of $61 
million which also has been left unprogramed to avoid its release in a manner 
which would be inflationary. Enactment of the proposed amendment to section 
516 of the Mutual Security Act would put the United States in a position to 
accept the Greek Government proposal already made regarding the $57.5 million 
and to respond to Greek Government requests to negotiate regarding the noninfla- 
tionary disposition of the remaining $61 million. 

Mrs. Ketiy. Do I understand this is just a paper transaction be- 
oo the government and possibly the central bank who holds that 

ebt 

Mr. Saccio. A paper transaction but it is still an important one. 

Mrs. Ketty. I realize that, but it is with the central bank? 

Mr. Saccro. That is correct. 

Mrs. Ketiy. Would it ever be used to pay off the debt of another 
country or our country through the central bank ? 

Mr. Saccto. No. We don’t conceive of it for that purpose. 

Mrs. Keiiy. Pardon? 

Mr. Saccto. I don’t see how it could be used for that purpose. It 
would be a transaction within the government itself by which its own 
issues would be withdrawn by its counterpart. 

Mrs. Keniy. It wouldn’t cause any inflation in the country? 

Mr. Saccio. It is the very purpose to try to prevent it. 

Mrs. Ketuy. It cannot be used at any time in a triangular way to 
pay off the debt through another bank? It would never involve 
another bank. 

Mr. Saccio. No. 

Mrs. Keitziy. That is all, Mr. Chairman. 

Chairman Morean. Mr. Fulton. 

Mr. Fuuron. I think you have a good statement. 

May I point out at page 5 of your statement in the second para- 
graph the comment, “Subsequently the pressure on the Tunisian state 
unhappily involved in a struggle for the control of North Africa had 
serious effects on the economy. With the curtailment of French 
assistance the flight of capital and businesses, and the withdrawal of 
French technicians, Tunisian resources were hard pressed and un- 
ee was mounting.” 

have made previous suggestions both last year and in the cur- 
rent hearings that under those circumstances when there gets to be 
increased danger in a recipient country that we broaden the guaranty 
program under the ICA act so that we will keep at least American 
businessmen there, so they will not pull out the props and sell the 
businesses at a fire sale and ruin the economy. 

That could have occurred in Tunisia, it could also have occurred in 
Indonesia. 

Would you oppose such an expansion of the guaranty program 
if the President were given the power to declare that it was a situ- 
ation where it is to the best interests of the U.S. security as well as 
to the recipient country that businessmen at a properly evaluated 
premium be given guaranties of the investments they have in Tu- 
nisia, or any recipient country, as well as any new money they might 

ut in? 
So far, there have been suggestions by the administration that a 
guaranty program be expanded to cover civil unrest and disorder in 
recipient countries for new money. Now, my point is where you 
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adequately point out on page 5 exactly what happens in later un- 
settlement where businessmen sell, pull out the stakes and get out 
with what they can get, that is, the businessmen who have been there 
originally—Now, under those circumstances, with a fairly and well- 
written and restricted provision that could keep it within the bounds to 
cover just this sort of a situation, could we not have an expansion of 
the investment guaranty program and again emphasize a proper 
evaluation of the risk and the premium to be paid? 

Mr. Bett. A very interesting idea. 

Mr. Furron. Would you think about it and submit a statement 
on it? 

Mr. Saccio. Yes. 

I would like to remark generally that the sort of problem that you 
have in Tunis is not one that involves American business. It in- 
volves, of course, long-term relationships between Tunisians and 
France and other investors or technicians such as the Italians who 
have been there for years. Now, their leaving might—I don’t know 
what you could do about an investment guaranty to apply to them. 
It is the broad term program that the United States could put into 
effect that might stop this. 

Mr. Futron. That was not my comment. I used the situation in 
Tunis merely as an example of what can occur in countries where 
Americans have investments. 

Mr. Bex. But if you have a substantial investment by America in 
a country it could make a considerable difference. 

Mr. Futron. And where the President finds it is to the interests of 
the United States security as well as the recipient country to prevent 
this flight of capital by instituting a guaranty program to protect the 
U.S. businesses who are willing to stay. We might be further ahead 
than by taking emergency measures we have to, under such situations, 
with our U.S. taxpayers’ money. 

Mr. Saccto. We will look into it. We understand it. 

(The information requested is as follows :) 

Mr. Fulton has asked for ICA’s opinion on expanding the investment guaranty 
program so as to prevent a “flight of capital” on the part of American investors 
who now have businesses, or who may later establish a new business, in coun- 
tries where there is an “increased danger” of political and civil unrest. 

The basic purpose of the investment guaranty program is to encourage Amer- 
ican business to invest overseas by protecting it against loss by virtue of speci- 
fied political risks. To implement Mr. Fulton’s plan would of course require 
new legislation to include old as well as new investment. 

It may well be argued that the fact that the United States stood ready to offer 
such a guaranty to American investors would act as a deterrent to the occur- 
rence of those very events which would result in a flight of capital, or at least 
result in preventing American businesses from being the target of such action. 
This is not an unfounded concept, as many feel that the 11-year claim-free 
eee ICA’s present guaranty program stems from that fact as much as from 
any other. 

it may also be a factor in giving the investor more confidence in attempting to 
weather any short-run situation within a country by giving him assurance that 
if worse came to worse, he would at least be able to recoup some part or all of his 
original investment, or would be able to repatriate his earnings and capital. 
However, in the long run the chief motive of an investor is to make a profit, and 
the insurance would not compensate him for loss of his future business and 
profits. The investor now in business in a country is concerned with the future 
growth and profit potential of his business. If the political or economic situation 
in a country became unstable to the point where he feared that his business was 
threatened, it would not always follow that the offer of insurance to compensate 
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him for the loss of his investment would be of sufficient encouragement to him to 
remain in the country over a long period. Indeed, his fears may be of a per- 
sonal as well as of a business nature. The prospects of remaining in business in 
a country where he may not, because of his American origin, be welcome, and 
where the chances of future profits seem slim if not hopeless, may not be bright- 
ened by a guaranty policy on his investment. 

Assuming such a program to be beneficial, the administrative problems loom 
large. There are many reasons why any given businessman may decide to quit 
a country other than over civil disorder. He may feel that the advent of a new 
government or political party would interfere with future business; he may fear 
a rise of anti-Americanism or of nationalism and unrest. Where would the 
United States draw the line? Would the condition have to come into existence 
before the policy could be invoked? Whose judgment would be called upon? 
What losses would be guaranteed—future profits? The profits lost while the 
“unrest” remains? Or just the investment he has made? 

There is a strong possibility that the premium rate would be prohibitively 
high, because most businesses would not purchase coverage until the danger 
were in sight. However, the availability of the coverage may be sufficient in 
itself to keep at a minimum the number of situations in which it would be 
requested, thus reducing the ultimate risk to the United States. 

ICA would want more specific details before taking a position on the proposal. 


Chairman Morgan. Mr. Fascell. 

Mr. Fascexu. I understand the concept of defense support has been 

urified or narrowed. What I am trying to find out now is what 
1as been changed? Is it strictly project-type development assistance 
or what isit? What isthe present concept ? 

Mr. Sacco. I can briefly refer to the concept that existed in 1957 
and before to show you what the change was in 1958-59. 

Previous to the change which the executive branch suggested and 
which was adopted by Congress for fiscal year 1958, defense support 
as defined was all economic assistance going to a country which had 
a military mutual assistance agreement with the United States and 
was maintaining forces with our assistance in the mutual security 
setup. 

Now; the economic assistance contained in defense support did not 
necessarily have to be for this one purpose. Any economic assistance 
given to that country was included within the authorization and the 
appropriation for defense support. So that theoretically, if there 
was, say, $20 million defense support in a country $18 million might be 
characterized as the economic assistance necessary to maintain the mili- 
tary posture, and $2 million as additional aid for development. 

It all went into that same account to keep money for one country in 
one appropriation. 

In 1957 when we were reviewing the fiscal year 1958 law, there was 
some thought that there would be a division, a fairly sharp division 
between the military on the one hand and the economic on the other. 
We wanted to make this division clear as far as purposes in the act 
were concerned. Defense support was redefined to include only the 
first part of what I have described—to wit, the economic assistance 
necessary to assist and back up a country, prevent deterioration, and to 
allow a minimum of development necessary in connection with the 
military effort. 

Now, this is the definition we are operating under today. Now, as 
far as its composition is concerned, it can be any kind of activity. 
It can be the importation of goods in order to put resources in, to back 
up local currency expenditures in the country either for the military 
or the economic side. It could be in the form of project assistance 
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necessary in our judgment in our agreements with these countries to 
maintain the economic position of the country. 

It could be nonproject by importation or it could be project by the 
building of roads or even schools in that area. 

Now, in conjunction with this theory, we say that when you get into 
strictly developmental assistance beyond the point the military posture 
is covered, they can go to the Development Loan Fund for loans which 
will be repaid by either foreign exchange or local currency. 

Mr. Fasceii. Now, in the maroon book under “Defense support” it 
says: 

This limitation has the effect— 
talking about the narrow concept now— 


of removing from the category of defense support that economic aid which is 
furnished certain countries where a major objective of U.S. assistance is to 
secure military facilities for U.S. or allied use, and this objective is not coupled 
with the support of significant military forces. 


We have another distinction now. 

Mr. Saccro. That was one that was instituted last year. I had for- 
gotten that one. 

Previous to that, when we did redefine defense support in 1957 we 
included also those countries where we were interested mainly in the 
U.S. bases. Their forces whether we were supporting them in minor 

art or not at all was not the major reason for economic assistance. 
‘ountries such as Libya. 

Mr. Fascetu. Morocco, Spain. 

Mr. Saccro. Morocco, Spain. 

Now, when we made the division last year we took those countries 
out but we decided, in the case of Spain, their forces were the more 
important even though our bases were pretty important. In fact, 
more important. 

Mr. Fascetu. You had a double objective. 

Mr. Saccto. We had a double objective and we chose defense sup- 
port. Libya is in special assistance because the major interest there is 
the maintaining of our base, Wheelus Field. 

Mr. Fascretn. These specific examples you have just talked about, 
are these the changes which are reflected in the 1960 presentation ? 

Mr. Saccio. No, they were reflected last year. The last change I 
discussed was reflected last year and it is being continued this year. 

Mr. Fasceiy. And it is continued in the 1960 program ? 

Mr. Saccro. Fiscal year 1960, that is right. 

Mr. Fascett. In those areas under this concept dealing with bases 
as separated either from a double objective of facilities and troops or 
only troops, those cases of economic assistance, appearing in other 
parts of this presentation. 

Mr. Saccro. In special assistance. 

Mr. Fascetz. Special assistance ? 

Mr. Saccro. Yes, sir. 

Mr. Fascett, And therefore they are limited this time in fiscal 
1960 in the program to those countries which have a direct troop 
objective. 

Mr. Saccro. In defense support, yes, sir. 

Mr. Fascet.. In defense support. 
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Mr. Saccro. That is true. 

Mr. Fasceiy. And the economic program under defense support 
for those countries in which we have a troop capability can of 
course, either a project type of assistance or nonproject as you have 
already described. 

Mr. Saccio. That is true. 

Mr. Fasceti. Now, the funds made available for both nonproject 
and project type, are they made—under defense support to a country ? 

Mr. Saccro. No, sir. 

Mr. Fascety. Well, would you explain? If the funds are all 
made available in one manner or if they are made available in several 
different manners would you please tell us how they are made avail- 
able and the difference; under what conditions ? 

Mr. Saccio. You have two major ways of conducting a program. 
Broadly speaking, we call them nonproject and project assistance. 

Mr. Fascexy. Let’s take project type, now. Project-type assist- 
ance under defense support, is that handled as other project-type 
a in the whole program is handled? You make no distinc- 
tion 

Mr. Saccro. That is quite correct. In the method and the way it 
is handled. 

Mr. Fasceti. Everything from beginning to end. 

Mr. Saccro. If you have a project in technical assistance or in 
special assistance or defense support the procedures are the same. 
There is no reason for a difference since this is purely procedural as 
to how you accomplish your purpose. 

Mr. Fascetu. All right, sir, now nonproject assistance. 

Mr. Saccro. The same is true. If you are getting commodities— 
you rarely get commodities in technical cooperation but you have 
methods of getting commodities in nonproject assistance by the pri- 
vate channels of trade where we authorize a government 

Mr. Fascety. Make credits available ? 

Mr. Sacco. That is right. 

Mr. Fascetu. I see. 

Mr. Saccro. And an importer makes use of such authority by 
putting in local currency and having available, via the banks and let- 
ters of credit, the foreign exchange to pay for the commodities he 
is getting into the country. 

Mr. Fascetu. Then in the detailed analysis of defense support for 
the various countries is there a breakout of direct budgetary assistance 
under defense support, if any ? 

Mr. Saccro. Well—— 

Mr. Fascexy. I would like to know first if there is any and then 
I would like to know if it is broken out in the detailed analysis. 

Mr. Saccro. I think that the only exception we have is Laos where 
at this time we used to contemplate giving them cash in order to 
support their government and the military program. I think that 
is the only exception. 

Mr. Fascetz. I am not quite clear on that. The only exception 
to what ? 

Mr. Saccro. To the general rule that they don’t get cash directly 
for budgetary support. 

Mr. Fascett. Laos is the only country that gets cash directly ? 











1630 MUTUAL SECURITY ACT, 1959 


Mr. Saccio. Used to. 

Mr. Fascexy. It doesn’t now ? 

Mr. Saccro. We are trying to change that over by the procedures 
that we are now developing in Laos. We are trying to get the pur- 
chase authorization system going in Laos. It is a Rittle difficult but 
it is started. 

Mr. Fascety. At the present time we can expect in fiscal 1960 there 
are no cases under defense support where there are direct cash pay- 
ments to the treasury of a country ? 

Mr. Saccro. To my knowledge there are no plans other than that. 

Mr. Fascetu. Now, what is the policy of ICA with respect to the 
length of time that defense support of any kind will be made available 
toa particular country? What isthe general policy ? 

Mr. Saccio. The general policy is expressed, I think, in the act 
itself. We make agreements which are based on an indefinite period 
of time, whether long or short depends on what happens in the future, 
that we join together in maintaining or assisting each other in the 
mutual defense or defense of the country itself. 

Mr. Fasceiu. But the point is, is the length of time fixed by these 
agreements between the United States and each individual country ? 

Mr. Saccro. No, sir. 

Mr. Fascetx. It is not ? 

Mr. Saccro. No, sir, it is contemplating a continuing agreement 
which may be discontinued by either side depending on what hap- 
pens. However, these matters are reviewed. When we sit down and 
decide what we are going to ask this committee and the Congress 
to give us there is a review of that actual situation. The objectives 
of our policy in a country, why we are there, what are the problems. 
We then come up with an answer. Actually we have to review this 
every year with the Congress. 

Mr. Fascext. I interpret this to mean as long as there is a Com- 
munist threat you have no policy which fixes a time for support or 
fixes a level at which you are trying to reach, for example, viability 
of a particular country ? 

Mr. Saccio. That is quite true. In fact, it can be stated the other 
way around. Section 2 says as long as there is this threat we will 
continue to help these people. 

Mr. Fascetu. A couple more questions. 

What is the policy of ICA housing in these defense support coun- 
tries, recipient countries, or other countries? What is the policy of 
the Department with respect to the construction of ICA housing? 

Mr. Saccio. I don’t know that I can 

Mr. Fascetzt. You are building some so you must have a policy. 

Mr. Saccio. You mean housing for our own people? 

Mr. Fascetu. Yes, sir. 

Mr. Saccro. I beg your pardon. 

Mr. Fascetxi. I am sorry. I didn’t make it clear. 

Mr. Saccio. These are on a country-by-country, situation-by-situa- 
tion basis. It depends on what the circumstances are. If you have 
a pretty rough area in which you have to send your people and there 
are no accommodations we may be required to build our own housing 
as we have been permitted to do in Korea by requesting this com- 
mittee to allow us to use funds in that area. 

















MUTUAL SECURITY ACT, 1959 1631 


Mr. Fascetxt. In how many countries are there—let’s put it this 
way: In what countries do you have housing now and where do you 
contemplate building in the 1960 program ? 

Mr. Saccro. I can’t answer the first part of the question. We will 
get that for the record but for 1960, I think it 1s, we have listed 
for Monrovia, fiscal year 1960, $230,000. That is housing. 

(The information requested is as follows :) 


1. Under section 5387(c), Mutual Security Act, construction for ICA personnel 
has been authorized in: Seoul, Korea; Vientiane, Laos; Largo, Nigeria; and 
Monrovia, Liberia. In addition, one residence was purchased in Tunis. 

For fiscal year 1960 under section 537(c) housing construction for ICA per- 
sonnel is planned for: Pusan, Korea ; Taejon, Korea; and Monrovia, Liberia. 

2. Housing design is not standardized as to type but is limited to accepted area 
limitations. 

SEOUL, KOREA 


Design by U.S. Engineers using same plans as contiguous military housing. 
Areas are: 








Square feet 
Satroom. Gdples’.5. 2 cai hel eae. Sibi eet 1, 263 
BARGHOOI GUIDE i es pene nmbipiebssaeiedb ee hbib dae dD eee 1, 487 
4-bedroom single dwelling__.._.-_--~- 2 ee a .. 1, 786 


VIENTIANE, LAOS 


Using designs developed by OICC U.S. Navy, Bangkok, under standards estab- 
lished in Public Law 653-80 “Congress—June 16, 1948, authorization act for 
military housing.” Areas are: 

Square feet 


DS-peteien einai: Cr ii etna Sink tintin 1, 375 
ND NU ao. aiccnitcineeks nenbantestwdiennesineinutdentcager town 1, 514 
S-DOUrOGE: SINETe GWerIne oe Wn eek ee kone osentcaeiee es 1, 837 


MONROVIA, LIBERIA 


Using designs adapted by local architects from U.S. Department of Agriculture 
Farm House Plan No. 7134: 


Square feet 
DN TI ors heritage ctibinactnatte canta dibitn cick ath ok meus 1, 584 
BS BOGGOA BO sci dic tatgt hh cts hota tach dquh btasids acdiaete ls snabep anit 1, 850 


LAGOS, NIGERIA 


Jsing designs by local architect similar to those established and approved by 


FBO/State for housing units to be constructed on adjoining site: 
Square feet 


| Re ae ane ake kee ee ae eee SaeR meer a * 5 1, 347 
Satire: Rima soa Sigh et ibs ab winnie ald end bbbdd ened 1, 680 


To provide greater flexibility of use third bedroom and bath can be used by 
either of two adjacent apartments. 

Mr. Fascetxu. Korea, $1.1 million, I know that. 

Mr. Saccro. That is right. The others as far as we have it, sir, are 
office buildings and not housing. 

Mr. Fascetu. So then housing for 60, is Monrovia and Korea. 

Mr. Saccio. That isright. A continuation in Korea. 

Mr. Fasceiu. Now, generally speaking, what type of housing is 
this, and is it standardized ? 

Mr. Sacco. It is standard. I am familiar with the housing in 
Korea. I don’t know about the plans for the Monrovia project. 

It is standardized and I would say, well in my judgment, the neces- 
sary sort of habitation that we would like to supply our people in 
these areas. 
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I would agree that they are far superior, of course, to what the 
Koreans themselves are used to having, but they are not outlandish or 
superluxury houses. 

Mr. Fascett. How about square footage, if these buildings are 
standardized? What is the square footage of the housing in Korea, 
for example ? 

Mr. Saccro. I don’t think I can answer that, but I think they have 
two-bedroom and three-bedroom setups. I have been in the house of 
the mission director and it is a modest place in the area that used to 
be, in which he lived—I have not seen the house in which the mission 
director will live after this project is finished. As I understand it will 
not be anything elaborate. It will be comparable to something that 
we might have in our suburbs here. 

Chairman Morgan. The gentleman’s time has expired. 

Mr. Adair. 

Mr. Aparr. Mr. Chairman, I wonder if we could have a report on 
the present status of the pipeline. We are about two months now 
from the end of the fiscal year and I would be interested in those 
figures as current as they are available. 

Mr. Saccro. Mr. Murphy, our Controller, can answer that. 





STATEMENT OF JOHN MURPHY, ASSISTANT DEPUTY DIRECTOR- 
CONTROLLER, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Morrny. I have at the moment data to the end of March, the 
first 9 months of the fiscal year—a short answer to your question is 
that on March 31 the unexpended balance of the total program was 
$5.8 billion. 

Mr. Aparr. That is both military and economic? 

Mr. Murrpny. This is the total, yes, sir. 

I can give you a better perspective in a few words here by explain- 
ing our performance data in connection with our projection for the 
full year. 

Our total expenditures for the program for the full year 

Mr. Apatr. Now, by that you mean 12 months prior to March 31? 

Mr. Murreuy. No, for the full fiscal year 1959. It is estimated at 
$3.9 billion. These were broken down by military, $2,370 million; 
aga other than the DLF, $1,450 million; and the DLF, $100 
million. 

The actual expenditures through the end of March total $2.8 billion, 
or 71.4 percent of our projected expenditures for the year. 

Mr. Aparr. What was that through March ? 

Mr. Mourrpuy. $2.8 billion with 75 percent of the year elapsed. The 
military expenditures were $1.645 million; nonmilitary other than 
DLF, $1,120 million; and the Development Loan Fund, $35.2 million. 

Now, under our projection for fiscal year 1959, if realized, and 
we are fairly confident that it will be, we would close the fiscal year 
with a pipeline of unexpended balances of $4,685 million. 

Mr. Apatr. That is the same figure that you supplied earlier? 

Mr. Mureny. That is right. 

Mr. Aparr. So you would say, then, Mr. Murphy, that your rate 
of expenditure is just at the level expected ? 
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Mr. Murpnuy. We are riding on target, Mr. Adair, and we have no 
reason at this point to amend our projections. We expect we will 
end the year with approximately $47 billion, having spent about 
$600 million more than was appropriated for fiscal year 1959, or in 
other words, reducing the closing pipeline by $600 million between 
the end of fiscal 1958 and the end of fiscal 1959. 

Now, with respect to performance in the individual components 
through the first 9 months, the military assistance program has spent 
69.3 percent of its projections. The nonmilitary assistance program 
other than the DLF is running a little better than 75 percent, which 
is the time elapsed. It is actually 77.5 percent of the expenditures. 

The DLF expenditures total $35.2 million, which is 35.2 percent of 
the $100 million projected. 

This would seem like it is way behind schedule because of the time 
elapsed in the year, but it is oy aR to note that of that $35.2 mil- 
lion, over $30 million of it has been spent since January 1 which in- 
dicates the rate of acceleration of expenditures in this program which, 
of course, is only in its second year of operation, but this is not at all 
atypical of our experience in getting any new program underway. 

would expect while they ma fall short of the $100 million in this 
fiscal year I don’t think it will be substantially short and other pro- 
grams apparently will compensate, that is, make up the difference. 

Mr. Aparr. Thank you. 

Now, to come to a point upon which we had a little discussion the 
other day and which was touched upon by Mr. Fulton here a few 
moments ago: If the investment guaranty program is expanded to 
give a broader coverage to businessmen, do you gentlemen or either 
of you see any reason that these businessmen who benefit by the broad- 
ened coverage should not expect to pay a reasonably higher premium 
for that increased benefit or those increased benefits ? 

Mr. Saccro. Well, I think we must recognize that in this area an 
actuarial judgment is extremely difficult to arrive at because of the 
lack of experience and the inability to get the kind of figures that 
will give you a basis for cost. 

The basic purpose of this program is for the Government to take it 
over because there isn’t anything like this kind of insurance offered by 
private companies. 

Now, if the insurance people were able to figure this out and came 
up with a reasonable cost-covering premium it may come out to be 
fairly high, which would make it prohibitive, so a businessman would 
say, well, I’d rather not go there at all. So the major purpose of this 
program is that the Government has to take that risk in order to 
encourage investments overseas, — 

Now, I don’t know how you would determine the premium under 
those circumstances. 

Mr. Aparr. My point is this though: If the businessman has, we will 
say, paid 1 percent for certain coverage and he has been willing to do 
it because a number of them have, and if we give him an appreciable 
increase in protection, do you gentlemen see any reason, then, why it 
wouldn’t be logical to explore at least the possibility of getting greater 
premiums for those increases ? 

Mr. Saccro. We certainly would. Wecertainly would. 

Mr. Apair. Would you agree with that, Mr. Bell? 
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Mr. Bex. I think so. 

Mr. Futron. May I comment? 

I believe that would be inherent in my question that the risk should 
be somehow proportioned to the premium. 

Mr. Saccro. When you extended the coverage to war, we went 
through this subject very carefully with insurance people in New 
York who have some experience in this field. 

Mr. Apair. Well, some people, including myself, feel, and from 
conversations with businessmen, believe that they would be willing to 
pay a reasonable increase, perhaps a half of a percent. Something 
of that sort. 

Mr. Saccro. There is no question that the risk has increased and I 
think you would have to look into the question of premiums in that 
regard. 

Mr. Avair. I’m sure that is only good business. 

Now, turning to the matter of the recommendation of the Draper 
Committee, that $400 million additional be spent in the military assist- 
ance program, do you have any knowledge or belief as to whether a 
request for that amount is likely to be made ? 

Mr. Bet. I think this matter, Mr. Adair, as of 10 o’clock last 
night, was still under discussion in the White House. 

Mr. Aparr. So you are not able to tell us whether we are talking 
about a 3.9 authorization request, or a 4.3 authorization request ? 

Mr. Bex. Well, so far we are talking about 3.9. I am not able to 
tell you whether the President will or. will not seek a supplemental 
request. 

Mr. Aparr. Mr. Bell, if my memory serves me pte? a few days 
ago I had requested some figures as to the amount of Public Law 480 
fands that were. in our military assistance. Have those been pro- 
vided ? 

Mr. Beni. They have not yet been submitted, Mr. Adair. 

Mr. Apair. You have them in your mind? 

Mr. Bex. I have them more than in my mind, I have my people 
sweating trying to define everything correctly so we will make no 
mistakes in giving you the answer. It is complicated by virtue of 
definition as much as anything else. 

Mr. Apatr. I can understand that very well. 

4 Mr. Betu. They are working on it and it should be here in a few 
ays. 

Mr. Apatr. Thank you. 

Now, do you gentlemen, either of you, know of any situation in 
which you would expect. to ask transfers for economic use from mili- 
tary assistance funds in the coming year ? 

Mr. Saccio. Our plans for fiscal year 1960 would indicate when 
we come in with a request that we don’t think of any transfers, or 
obviously we would have increased one account against another when 
we came in to ask you in the first instance. I know of nothing that 
has changed since the books have been printed. 

Mr. Beut. I think you could add to that, Mr. Adair, that the factual 
situation with regard to what has happened to the military assistance 
pipeline, as is already indicated by the record of how the transfers 
from military to economic have diminished over the last few years, 
very, very sharply, and the fact of the smaller request this year for- 
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military assistance than last, would suggest that it would be most 
difficult to envisage any transfer from military to economic. 

Mr. Aparr. Particularly in view of the Draper Committee recom- 
mendations ? 

Mr. Betu. That is correct. 

Mr. Aparir. Now, how much of the $150 million President’s special 
authority under section 451(a) has been used this year? 

Mr. Bett. We will have to supply that for the record. 

Mr. Saccio. We will have to supply that. 

Mr. Apair. If you are going to supply it can we find out from 
whence the money came and for what it was used ? 

Mr. Saccro. Yes, sir. 

Mr. Apatr. I have more questions, Mr. Chairman, but I guess my 5 
minutes have expired. 

Chairman Morgan. Mr. Farbstein. 

Mr. Farrstern. Who decides on whether or not special assistance 
shall be provided ? 

Mr. Betu. That decision is made in the final analysis by the coordi- 
nator of the program, the Under Secretary of State, Mr. Dillon. This 
determination was made, of course; on the basis of his consideration 
of recommendations which may be advanced in the first instance either 
by ICA or by the Department of State. 

Mr. Farssrern. You gave me the answer when you mentioned Mr. 
Dillon’s name. 

If it is determined special assistance shall be granted, who deter- 
mines the type or composition of the special assistance ¢ 

Mr. Bex. This would normally be determined by ICA in the light 
of the particular purposes for which the assistance was to be provided. 

Mr. Farsstern. Well, now, will either of you gentlemen tell me 
who determined that Israel was to get $714 million in special assistance 
in the way of surplus food products for the fiscal year 1959 ? 

Mr. Bett. The amount was proposed by—— 

Mr. Farsstern. Not the amount, the type. Who determined that 
they were to get surplus foods rather than anything else? 

Mr. Bety. ICA. 

Mr. Farsstrern. ICA ? 

Mr. Betx. In conjunction with the Israelis. 

Mr. Saccro. That would be a decision that would be made based 
on the recommendations of the mission in conjunction with its negotia- 
tions with the Israeli Government. It comes to Washington and we 
approve, disapprove, or change. It is not just one person. 

r. Farsstern. In the course of negotiations, will you give me more 
details about these negotiations? Who negotiates with whom, 
whether it is with ICA, whether it is with the State Department, 
pes it is with Mr. Dillon or with whom? Who does the nego- 
tiating 

Mr. Betz. May I add first one word on your other point that it is 
also involved in the decision about surplus commodities, the require- 
ment in the act itself that we must use $175 million of the assistance 
authorized in the form of agricultural commodities, so we look for 
opportunities where the country’s requirements correspond. 

Mr. Farsstern. Who determines whether or not the country’s re- 
quirements correspond to your idea of what it needs? 
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Mr. Betu. That is done by negotiation between the country and 
ourselves at the mission level in Tel Aviv, in other words, through 
the U.S. operations mission there in conjunction with the Israeli 
Government. 

Mr. Farssrerx. Who would have authority to answer this next ques- 
tion: When a country has a particular surplus, itself, who determines 
that that country needs some more of the same commodity ? 

Mr. Betz. We trust that no one would. 

Mr. Farssrern. Supposing I tell you that Israel today has a sur- 
plus of commodities and that the $714 million in surplus commodities 
which were used in the nature of special assistance had to be stockpiled ? 

Mr. Betz. The same commodities? 

Mr. Farestern. Agricultural commodities. What difference does 
it make whether it is grain—it certainly isn’t a perishable item. 

Mr. Saccro. The question Mr. Bell was raising is whether it was an 
item which was surplus like wheat in both countries, or were they just 
surplus agricultural products in general? Was it the same product? 

Mr. Farsstern. I don’t know. 

Mr. Saccto. This is what we would have to look into. 

Mr. Farsstetn. I would like to find out about that. 

Mr. Bett. If this occurred, it is certainly a surprise and would have 
been a mistake. 

Mr. Farsstetn. When special assistance is given to a country, do 
you generally determine what the needs are of the country and match 
the special assistance to the needs of the country ? 

Mr. Bex. Special assistance level is more determined in terms of 
what we regard as the need to accomplish our particular purpose. 

Mr. Farsstern. Let’s take Israel. What is your particular purpose 
in Israel ? 

Mr. Bett. The particular purpose in Israel] was to help to maintain 
a stable government in that country. 

Mr. Farsstetn. That is exactly right. 

Now, if they need oil, would you give them surplus products ? 

Mr. Betz. This would require an examination, Mr. Farbstein, of 
what their import requirements were and what their other alterna- 
tives were. In the case of Israel, for example, many of the Israeli 
import requirements are presently met through German reparations. 
Under the German reparations—— 

Mr. Farsstern. I know al] about that. I know all about that. 
Answer my specific question, please. 

Mr. Bext. I am trying to, sir. When I mention the reparations, it 
is not the amount, but the reparations are provided only in certain 
kinds of equipment so that the things they could get—they could only 
get this kind of equipment from the Germans and obviously we 
wouldn’t finance that kind of equipment. It would be silly. So this 
bears upon the choice of import items, what their resources are, and 
their availabilities elsewhere. 

Mr. Farsstern. Supposing Israel needs arms for protection and 
they have a deficit difference between exports and imports of about 
$300 million and they depend upon outside countries to cover that 
difference between export and import moneys—they have a deficit 
‘balance, and they need money to purchase materiel and arms for their 
self-protection. 
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Under those circumstances do you think that grains cover the need 
for arms? 

Mr. Bewu. Well, grains cover an essential import requirement which 
the Israeli Government wanted and asked for and was glad to have. 

Mr. Farestein. Now, when you say they asked for, do you state 
unequivocally they requested $714 million worth of grains of one 
type or another when it is learned that the special assistance had to be 
stockpiled ? 

Mr. Bex. Well, I would say they asked for a great deal more than 
$714 million as all our countries do. 

Mr. Farestern. It was determined all they would receive was $7.5 
million. 

Mr. Bei. The matter was discussed with them. They seemed to be 
quite happy to have agricultural commodities. 

Mr. Farsstern. Who was it discussed with ? 

Mr. Bewy. It was discussed with our mission in Tel Aviv. I happen 
to have been in charge of the Near East and Africa and Asia area last 
year. I had 15 or 20 discussions with the Economic Minister from 
Israel. 

Mr. Farssrern. Did you insist they take grains they had to stock- 

vile? 
Mr. Beti. No; and I never heard they had to stockpile them. 

Mr. Farssrern. If I told you they are stockpiling surplus commodi- 
ties, would you say then that that was a proper form of special assist- 
ance? 

Mr. Betz. No; there is no point providing surplus commodities to 
stockpile. 

Mr. Faresrern. Unless it is going to be resold. 

Mr. Bet. Well, they can’t do that under the law. But I might add 
that in addition to the $7.5 million which they obtained under the aid 
program, they bought nearly $30 million worth of agriculture surplus 
from us in addition. 

Since Israel elected to acquire some $30 million, under the somewhat 
less favorable terms of title I of Public Law 480, there can scarcely be 
any doubt that they welcomed the $7.5 million of grant surpluses. The 
question of stockpiling that you raise relates, I think, to these Public 
Law 480 purchases. The Israelis believed that they should increase 
their stocks of food and requested more surplus agricultural commodi- 
ties under Public Law 480 than their immediate requirements. We 
agreed to this proposal and a part of the fiscal year 1959 Public Law 
480 agreement is intended to add to Israel’s stocks. This, you under- 
stand, was at the request of the Israelis. 

Mr. Faresrein. If they bought $30 million worth of surplus com- 
modities, do you think it would be necessary to additionally accept a 
special assistance surplus commodity ? 

Mr. Betz. Although Israel might well wish to, we do not think that 
under present circumstances this is necessary and that is why we are 
not proposing special assistance for next year. 

Mr. ee an That is exactly right. You don’t propose giving 
them any special assistance from one standpoint and from the other 
standpoint, Mr. Dillon testified they expect to make the special as- 
sistance up by surplus commodities, or Development Loan Funds. 
Now, who is right, you or Mr. Dillon? 
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Chairman Morean. Mr. Farbstein, I think Mr. Dillon will have 
something to say on that this afternoon. If you hold your question 
until this afternoon, I believe you can get a better answer. 

Mr. Farsstern. That is all. 

Chairman Morean. Mr. Curtis. 

Mr. Curtis. Thank you, Mr. Chairman. 

Mr. Bell, one reason for stopping this $7.5 million special assist- 
ance which Israel got last year and not programing it for this year 
is that it was received in the form of agricultural commodities and 
oe Israel was getting great quantities of that from other sources 
also. 

Mr. Bex. It was our belief, Mr. Curtis, that Israel would be able 
to obtain essentially the same dimension of agricultural commodity 
imports through the use of Public Law 480 that it had been able to 
py previously through a combination of Public Laws 480 and 402 
sales. 

Mr. Curtis. Right. 

Now, if Israel gets it through special assistance, that is a grant. 
If she gets it through sales under Public Law 480, she is obligated 
to pay for that in local currency ? 

Mr. Brew. That is correct. It is a—— 

Mr. Curtis. Mr. Saccio, there have been a lot of suggestions that 
these programs should be on a longer term basis. 

Mr. Walter Lippmann’s column suggested that yesterday. Have 
you made any recommendations to this committee that other forms of 
economic aid aside from the Development Loan Fund should be ap- 
propriated on a longer term basis rather than from year to year? 

r. Saccto. We had something like that before the Congress in 
1957, but we were refused. 

It is our feeling that the programs should be recognized for what 
they have to be and that is a long-term operation particularly in the 
field of economic assistance. 

Mr. Curtis. And if this committee could find a way of making 
longer term authorizations, you would approve ? 

Mr. Saccro. I personally would. I am not speaking for the ad- 
ministration as to what the budget situation might be, but I certainly 
think that this is good. 

Mr. Curtis. Mr. Lippmann also said that the military program 
was too much in the hands of the military, and that in many instances 
a political decision was necessary, and that the State Department 
should have a larger say in that. 

May I inquire whether you as a State Department official have 
jurisdiction over military as well as economic assistance ? 

Mr. Betz. We have, subject to the limitations written in the law 
itself. 

Mr. Curtis. That comes within your personal jurisdiction ? 

Mr. Beu. Yes, sir. 

Mr. Curtis. And are you satisfied with the amount of voice or 
determining authority that the State Department has in that field? 

Mr. Brut. I would say personally that I would certainly hate to 
see it weakened in any respect at all. I would appreciate it being 
strengthened. 

Mr. Curtis. Thank you, Mr. Chairman. 
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Chairman Morean. Mr. Meyer. 

Mr. Meyer. Thank you, Mr. Chairman. I have no questions at this 
moment because I was unable to be here in time to hear enough of the 
discussion. 

Chairman Moraan. Mr. Bell, one thing I am sure will come up on 
the floor is the American National Exhibition in Moscow. Now, are 
we to spend $3.8 million on that? 

Mr. Bet. I have that right here. I thought someone might ask 
that question. 

We spent $3,300,000. We obligated that. 

Chairman Morean. That came out of the contingency fund? 

Mr. Betu. That is correct, based on the 451 authority. 

Chairman Morecan. That money is now obligated. Has any of it 
been spent? How is it progressing? Is the exhibition to be this 
summer ? 

Mr. Bett. The 24th or 25th of July they are supposed to open. My 
knowledge of its exact progress is pretty much limited to what I have 
heard George Allen say in staff meetings, but it seems to be going 
pretty well and he expects to have an impressive display there. The 
Russians have already started trying to play it down in the press. — 

Chairman Morean. I understand this is to present the American 
way of life in Moscow. 

Now, can we have a clear and detailed statement for the record 
explaining how we are going to set this display up and how we plan 
to demonstrate the American way of life? 

Mr. Bett, We can certainly submit one very easily. 

(The information requested is as follows :) 


THE AMERICAN NATIONAL EXHIBITION IN Moscow 1959 


The purpose of the exhibit is to increase understanding in the Soviet Union 
of the American people, the land in which they live, and the broad range of 
American life, including American science, technology, and culture. 

This comprehensive exhibition, with the U.S. Government, American private 
industry and institutions participating, will project a realistic image of America 
through exhibits, displays, films, publications, fine arts, performing arts. How 
America lives, works, learns, produces, consumes, and plays; what the American 
people are and what they stand for; America’s cultural and spiritual values; 
all these will be reflected. 

There will be these major categories: America learns (education), America 
explores man and the universe (science and research), America creates (art), 
America travels, America plays, and American community life. 

In a sense this will be a “corner of America” in the heart of Moscow for 
6 weeks. 

This will be the first major American exhibition ever held in the U.S.S.R. 
It is expected to draw some 3% or 4 million visitors from various parts of 
the Soviet Union. Many vacationers go to Moscow in the summer. 

Unlike the Brussels Fair, which was a multination display, this will be a solo 
exhibition, The United States will be the only country exhibiting in Sokolniki 
Park this summer. 

While there will be industrial displays, it will not bea trade fair. 

Three main exhibition buildings will be erected on the site; a 200-foot dia- 
meter aluminum gold-anodized (tinted) geodesic dome, 78 feet high with 
30,000 square feet of floor space; a 50,000 square foot fan-shaped exhibition 
hall, 28 feet high, glassed front and rear and covered by an accordion-pleated 
aluminum roof; and a series of plastic, umbrella-like structures for American 
cultural exhibits. 

The main entrance will feature the symbol of the exhibition flanked by the 
Soviet and American flags (one each). The approach to the first building (the 
dome) will be landscaped on either side with no exhibits present. The gold- 
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anodized aluminum geodesic dome will feature a “Gallery of Americans” 
around its exterior perimeter. This display will consist of photos and brief 
introductions to well-known Americans, contemporary as well as historical, and 
typical unknown Americans representing the diverse peoples and professions. 

The dome will take the form of a large information center on the United 
States of America, keyed to an extent to the theme of scientific research. The 
entrance will feature a large base relief map of the United States with some 
political as well as geographical information. Four exhibit areas along the 
periphery on either side of the entrance will be devoted to: (1) Public health 
and medical research, (2) Agricultural research, (3) Nuclear energy research, 
(4) Space research, (5) Basie scientific research, (6) Chemical research (a 
synthetics story), (7) Education, and (8) Labor. 

The IBM RAMAC electronic brain will stand against the opposite wall from 
the main entrance, dispensing information in Russian on all aspects of America 
and American life. 

Above the RAMAC machine, covering one-third of the dome will be seven 
large screens 30 to 40 feet in diameter, on which seven projectors will project a 
synchronized film story using one Russian-language sound track which will give 
in 9 minutes the story of a typical American workday in seven areas of the 
United States and in 3 minutes the story of a typical American weekend day. 
This unique film production, which is being produced by Charles Eames with 
assistance from William Wilder, promises to be one of the outstanding features 
of the exhibition. 

The second building, the large glass pavilion, will take the form of a huge 
bazaar displaying all sorts of consumer items, plus some industrial equipment 
and cultural exhibits, under a multilevel display arrangement somewhat re- 
sembling a huge jungle gym. 

A light, colorful, plastic cultural pavilion will house the architecture, sculp- 
ture, town planning, and photography (“Family of Man”) exhibits. The art 
exhibit and books will bein the glass pavilion. 

Outside displays will include pools with boats, outdoor camping equipment, 
special purpose vehicles, and an expanded, updated, and revised circarama. An 
information booth, visitor reaction books, and voting machines are also planned. 

Throughout the exhibition there will be displays of American cultural attain- 
ments, including American painting, sculpture, and photography, and evidence of 
achievements in music, literature, and the theatrical arts. 

The U.S.S.R. has agreed to buy both buildings for $375,000 after the exhibition. 
Not only will the U.S. Government receive a return for the buildings, but it also 
will avoid the high cost of removing them to restore the site to its original state. 
Furthermore, the exhibition buildings will remain in the Soviet capital as a 
continuing reminder of modern American architecture and engineering 
achievement. 

A number of American private firms will provide trained personnel who speak 
Russian to explain their exhibits and answer visitors’ questions. The U.S. Gov- 
ernment, additionally, will send 75 American Russian-speaking young men and 
women to serve as guides. 

The exhibition, because of its scope and importance, is a joint endeavor of 
the U.S. Government, American industry, and other private groups and 
organizations. 


Chairman Morgan. Mr. Fulton. 

Mr. Fuuron. Doesn’t the situation with Israel become more acute 
when we can see ahead that by 1963 the German reparations will 
have ended? Secondly, when we know that in the current fiscal year 
coming there will be released to Egypt in economic aid that is in the 
alee which has previously been blocked, a sum of $5 million. 

uch action therefore becomes in the local] area a tipping of the scales 
slightly against Israel, not to have Israel at least treated as well as 
the country that is next to them that causes Israel such trouble on 
their own security ? 

Under those circumstances, as you have probably heard, I have 
consulted with various people in the State Department, and have 
recommended a $714 million increase in the special assistance fund 
generally which would then provide room for Israel. 
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Would you object. strongly to a $714 million increase amendment 
which would probably be indefinite as to designation, but which might 
be stated as the purpose in the report of the committee in making 
certain recommendations ? 

Mr. Bett. We would not object strongly. 

Chairman Morcan. Mr. Fulton, I think this matter will be dis- 
cussed fully this afternoon. I know Mr. Dillon has this in mind and 
I am sure that he will go into it thoroughly this afternoon. 

Mr. Furron. I just wanted to hit one tap on the tent peg before Mr. 
Dillon got here. 

Chairman Morean. Mr. Adair. 

Mr. Apair. Mr. Chairman, to come back to this Moscow situation 
again, Mr. Bell, if you know, what percentage of the entire cost of 
our display and program there is this $3.3 million that is coming from 
ICA funds? 

Mr. Bett. I can tell you, I think, in a moment. There were only 
$300,000—it was a total of $3.6 million U.S. Government money, of 
which $3.3 million is mutual security funds. The $300,000 was the 
balance left in authorization which had been given a couple of years 
before by the Congress for this purpose, but when the thing fell 
through it was used for other things. There is, of course, a sub- 
stantial amount of private U.S. participation in the exhibit. 

Mr. Apair. To what extent does your office or any other within the 
purview of mutual security exercise any control over this display 
there? 

Mr. Beru. Well, the agency which has been given operational re- 
sponsibility for this particular exhibition was, I believe, USIA, and 
the man specifically assigned as General Manager is Mr. McClellan 
from the Department of Commerce and he is accountable to USLA, 
which in turn is accountable to us for an accounting of the funds. 

Mr. Apatr. But for accounting of the funds only. USIA makes 
the program ? 

Mr. Betz. That is true. 

Mr. Aparr. Although the funds have come from mutual security ? 

Mr. Bex. That is correct. I would say the subject of the program, 
the composition of the exhibit has been the subject of almost weekly 
discussion in the Secretary of State’s staff meetings. Mr. George 
Allen of USIA 

Mr. Apatr. You have discussed it, but the final decision lies in the 
U.S. Information Agency? 

Mr. Brix. I should say if the State Department. objected to any- 
thing USIA was proposing, it wouldn’t have any difficulty changing 
it. 

Mr. Apatr. Who does then make the final decision ? 

Mr. Brrx. I would say the operational decision is made by USIA. 
It is subject to veto or approval by the Secretary of State. 

Mr. Apatr. But not by ICA? 

Mr. Betz. No, sir. 

Mr. Apatr. You do not have any additional power? 

Mr. Bexu. ICA is not involved at all. 

Mr. Aparr. I shouldn’t say that. Mr. Bell, I believe it was in your 
statement that reference was made to increased military assistance 
to the Chinese Nationalists. 
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Can you give us the amount of that and tell us from whence that 
came? 

Mr. Bexx. The amount I will supply for the record. 

[Security deletion. ] 

Mr. Bet. The figure varied. 

Mr. Apair. Give us your recollection and then correct it. 

Mr. Bex. It was in that order of magnitude, I believe. 

Mr. Aparr. That is additional ? 

Mr. Betu. Additional to what had been programed for China. It 
was obtained by deferring other military programs. 

Mr. Apatr. Where? 

Mr. Beuu. Specifically I couldn’t answer you right off at the 
moment. I can supply that for the record too, but we went through 
a very exhaustive reprograming exercise with the Department of 
Defense, or the Department of Defense did, and came up with a series 
of recommendations as to how they would then use the money rather 
than the way they had planned to. They simply had to defer other 
commitments, that is all. 

Mr. Aparr. And for what was this money used? Did I ask you 
that before ? 

Mr. Bett. This was money in a sense that it was a cost of military 
—— supplied. 

Mr. Apar. It was pretty much military hardware? 

Mr. Bett. It was all equipment; yes, sir. Not money. We did 
have, as I referred to here, a requirement for additional economic 
aid from the contingency fund. That is going to amount to prob- 
ably around [security deletion]. 

Mr. Aparr. But that came out of the contingency fund? 

Mr. Betu. Yes. 

Mr. Apatr. This [security deletion]. 

Mr. Bez. That was reprograming within military assistance. 

Mr. Aparr. It came within the military assistance program and did 
not involve transfer of any economic funds. 

Mr. Bett. That is correct. 

Mr. Aparr. Skipping on to another point, one of you—and I have 
forgotten which one it was—made reference to the Chilean copper 
situation. Now, we have in this country, as I suppose each of us here 
knows, a problem about a shortage of copper imports. I am so in- 
formed at least by certain users of copper. 

As the negotiations for assistance to Chile were afoot, was this 
shortage of copper for our own domestic use taken into account? 
Did that play a part in your consideration ? 

Mr. Bett. I frankly and personally do not know, Mr. Adair. I 
assume that it did, but I would be glad to check the record and find 
out. 

Mr. Aparr. Would you please do that? I think it is important. 
I have had reported to me by domestic users of copper that there is 
a shortage. Tf we are helping Chile in her financial problems there 

“a done against the background of our 


it seems to me that ought to 
own need for copper. 

Mr. Bet. I simply am unfamiliar with it. It took place a year 
and a half ago. 
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(The information is as follows:) 


THE CopPER SITUATION AND ITs RELATIONSHIP TO U.S. ASSISTANCE TO CHILE 


World copper consumption and prices declined seriously in 1957 and early 
1958 but have since recovered. The outlook for 1959 is favorable. U.S. con- 
sumption has returned to about normal, and consumption outside of the United 
States is expected to be at a record level in 1959. Prices are much improved. 

In the United States, the world’s largest consumer, producer, and importer, 
consumption of refined copper fell from 1,521,000 short tons in 1956 to 1,257,000 
tons in 1958. The producer’s price dropped from 46 cents a pound in mid-1956 
to 25 cents in January 1958. It began to rise in June 1958 and reached 31.5 cents 
on March 7, 1959, where it has since remained. 

Because approximately 80 percent of Chilean copper moves, directly or indi- 
rectly, to markets outside of the United States, the London Metal Exchange price 
of copper is normally of more significance to Chile than the U.S. price. The 
London Metal Exchange price of copper declined from an average of 351.7 pounds 
sterling per long ton (United States, 43.96 cents per pound) in 1955 to an 
average of 197.4 pounds sterling per long ton (United States, 24.40 cents per 
pound) in 1958. The low point was 162.9 pounds sterling per long ton (United 
States, 20.86 cents per pound) in February 1958. The price increased sharply 
during the first quarter of 1959 and on May 1 was 233.25 pounds sterling per 
long ton (United States, 29.16 cents per pound). 

Since Chile depends on copper exports’for over 60 percent of its foreign ex- 
change earnings there is a close relationship between the world price of copper 
and Chile’s balance of payments position. The combination of reduced exports 
and lower prices during 1957 and 1958 naturally had a depressing effect on the 
economy of Chile. However, there was never any attempt to program ICA aid 
in accordance with the fluctuations of the price of copper. The $10-million loan 
made from the contingency fund in June 1958 was part of an emergency stabili- 
zation package, including $15 million from the Export-Import Bank, whose 
purpose was to maintain the flow of essential imports under the IMF stabiliza- 
tion program of 1956. The contingency fund loan is the only instance where 
mutual security aid to Chile has not consisted solely of technical assistance. 
Without this external assistance at this very critical time in Chile’s economic 
history, the stabilization program would have been in danger of foundering 
despite the austerity measures taken by the Chilean Government. 


Mr. Futron. I know several copper companies that would be very 
glad to fill any shortage. 

Mr. Apair. I think our constituents ought to get together. I will 
consult with you. 

If an amendment has been prepared for this bill which would re- 
quire aid to be withheld from any nation which had reduced taxes to 
its citizens within the preceding year, and if such amendment were 
adopted, would you gentlemen be able to tell me how many countries 
would be affected in this current year? 

Mr. Saccto. We would have to check it. This is on the assumption 
that we would agree. 

Mr. Apatr. No, I wouldn’t expect you to agree to that. It was a 
matter of searching for information as to how many countries would 
be affected. You have no information ? 

Mr. Saccto. We don’t have it in mind, but we could try to deter- 
mine, in the last year, whether there were countries who have reduced 
their taxes. 

Mr. Betz. You have difficulty in determining what is a tax. 

Mr. Saccro. Or what is a reduction. 

Mr. Farsstein. Are we giving any t assistance of any kind? 

Mr. Saccio. We have a program for packing and crating given 
under previous years and a small amount for some training, but no 
grant aid for new equipment or economic. 








1644 MUTUAL SECURITY ACT, 1959 


Mr. Farssrern. No grant aid of any kind? 

Mr. Saccio. No, other than payment of transportation costs on 
equipment programed out of previous years. 

Mr. Apair. Within reasonable limits, if you have any figures on 
that question, will you provide them? Please don’t make it a burden- 
some thing. 

Mr. Saccro. Well, we will ask our desks, which is the easiest: way 
and if they know of any instances, we will report them. 

(The information requested is as follows :) 


INFORMATION RELATIVE TO TAX REDUCTION IN AID RECIPIENT COUNTRIES 


The following is a quick compilation of the readily available information on 
some type of tax reduction in countries receiving ICA assistance. The informa- 
tion presented makes no claim of being comprehensive; nor was it possible to 
provide much analytical comment. Nevertheless, some general observations can 
be made: (1) It often may prove difficult if not impossible to define what con- 
stitutes a tax reduction since downward adjustment in some tax rates may not 
necessarily reduce total tax receipts. (2) It may similarly prove difficult to 
define what constitutes a tax, especially in the area of import and export taxes, 
which play a dominant role in many fiscal systems of less developed countries, 
and which get mixed up with multiple exchange rates. (3) Taxes are one of 
several tools of fiscal policy; in and by themselves no value judgment can and 
should be attached whether they at any given level are appropriate to achieve 
certain policy objectives, whether they reflect a desirable distribution of resources 
between private consumption, investments, and Government services and whether 
the burdens are equitably shared by the people. (4) Many of the aid recipient 
eountries, and many of the major ones, have reduced some tax rates since 
January 1, 1958. 

Thus the application of an amendment prohibiting aid to countries which reduce 
taxes would involve us on a broad front in protracted controversies which would 
have to be based on interpretation rather than facts, for purposes which may 
well conflict with our objectives (e.g. the strengthening of the private sector of 
the less developed economies) and which would seriously inhibit us from pursu- 
ing our foreign policy goals. 

EUROPE 


United Kingdom.—The British budget for the fiscal year ending March 31, 1960, 
presented on April 7, 1959, provides an estimated £366 million (slightly over $1 
billion) tax relief to British taxpayers. 

The proposal, designed primarily to assure economic recovery, includes a small 
reduction in income tax rates, in taxes applicable to installment purchases, in 
alcoholic beverage taxes, and increased depreciation allowances. In total, the 
concessions amount to about 7 percent of the aggregate tax bill and represent a 
sovereign power’s exercise of fiscal policy measures for domestic purposes. 

The United Kingdom last received economic aid under the foreign aid program 
under the Mutual Security Act of 1954, and no new economic aid has been pro- 
vided by foreign aid legislation since. 

ICA/W is not in a position to provide a more detailed answer to the congres- 
sional charges on United Kingdom tax reductions because (1) there have been 
no new economic aid programs in that country since fiscal year 1955 and (2) staff 
dealing with current United Kingdom economic affairs in London and in Wash- 
ington have been all but completely eliminated. 


FAR EAST 


Japan.—During the first half of calendar year 1958, the Japanese Government 
reduced personal and business income taxes in order to encourage private savings 
and investment in industry and technical research, as a means of stimulating 
recovery from the economic readjustment which began in the summer of 1957. 
Despite the readjustment and the income tax reductions, total Government rev- 
enues increased from $3.6 billion equivalent in Japan’s fiscal year ending March 
831, 1957, to $4.1 billion in fiscal year 1958, and are estimated at $4.3 billion for 
fiscal year 1959. 
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Korea.—At the end of calendar year 1958, the Korean Government adopted a 
number of significant changes in its tax laws, generally in the interest of in- 
creasing revenues, removing inequities, discouraging evasion or standardizing 
or simplifying the tax structure. The corporation tax rate was reduced from 
32 to 30 percent ; custom duties were increased, and a tax was imposed on privately 
owned “personal use” automobiles. Earlier in the year, a foreign exchange tax 
of 150 hwan (30 cents) per U.S. dollar was imposed, replacing a bond purchase 
requirement of 30 hwan per $1 of foreign exchange involved in the transaction. 
Total Government revenue from domestic sources rose from $359 million equiv- 
alent in 1957 to $456 million in 1958, and is estimated at $536 million for 1959. 

Taiwan—In order to encourage private enterprise and foreign investment 
in Taiwan, permit stricter enforcement of tax laws and make the tax structure 
more equitable, the Government of the Republic of China (GRC) made down- 
ward adjustments in business and personal income taxes effective in calendar 
year 1959. The exemption under the business tax was increased from $137 to 
$275 equivalent, with no change in rate. The exemption under the personal 
income tax was raised from $137 to $329 equivalent, and rates reduced slightly, 
e.g., from 12 to 9 percent on an income of $825 equivalent and from 24 to 22 
percent on an income of about $2,750 equivalent. 

These reductions are not expected to affect Government revenues significantly 
since income taxes constitute a relatively small proportion of total revenues. 
Moreover, the loss due to the changes in exemptions and rates is expected to be 
largely offset by improved collections due to less evasion by small taxpayers as 
a result of the more equitable structure, and increased concentration by the 
Government on collections from large taxpayers. Additional revenues are also 
expected from new tax sources. 

Total Government revenues from domestic sources increased from $153 million 
equivalent in fiscal year 1957 to about $170 million in fiscal year 1958 and are 
expected to rise to $189 million in fiscal year 1959. This represents an increase 
in Government revenues as a percent of gross national product from about 16 
percent in fiscal year 1957 to 17.5 percent in fiscal year 1959. 

Thailand.—In April 1958, the Thai Government increased import duties and 
purchase taxes by widely varying amounts on a number of items, primarily 
luxury goods. Some increases also took place in business taxes and some excise 
taxes. Since that time, the Thai Government has made some downward adjust- 
ments in these rates as experience under the new rates has proved to be necessary. 
Overall, however, the rates are still about the 1957 level. Total Government 
revenues from domestic sources have risen from $251 million equivalent in 1957 
to about $280 million in 1958, and are estimated at $290 million for 1959. 

Vietnam.—In calendar year 1957 the Vietnamese Government introduced some 
new taxes and increased others, and put into effect certain financial controls. 
During calendar year 1958, further tax adjustments were made. The 15-35 per- 
cent production tax was abolished for certain categories of imports; the 6 per- 
cent production tax was removed on selected domestically produced commodities 
such as sugar, textiles and pharmaceuticals; the luxury tax on jewelry sales 
and the automobile license tax on jeeps and landrovers were halved. At the 
same time, however, other taxes were increased, e.g., the gasoline tax was more 
than doubled, and vehicle registration taxes were revised upward as a result of a 
change in the tax base. It is expected that the tax increase will more than offset 
the revenue losses attributable to the above tax reductions. 

Although total Government revenues from domestic sources declined from $277 
million equivalent in calendar year 1957 to $260 million in 1958, the decline was 
attributable not to tax reductions but to the reduced collections of customs duties, 
the principal source of Government revenue, as a result of a lower volume of 
imports. Revenues are expected to rise slightly in calendar year 1959, with the 
continuing decline in customs duties more than offset by increased collections 
from other taxes. 

AFRICA 


Tunisia and Morocco.—Tunisia and Morocco instituted certain modifications of 
taxes on foreign trade as a consequence of their decision not to maintain the 
parity of their currencies with the French franc after the devaluation in France 
in December 1958. Tunisia discontinued taxes on selected exports, olive oil 
being one of the major items. Latest available information indicates Morocco 
also reduced selected export taxes but simultaneously increased certain import 
duties. 
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The above actions were taken in order to assist the countries to maintain sat- 
isfactory levels of foreign trade in the face of the adverse effects of the French 
devaluation upon trade prospects and are thus consistent with the aims and 
objectives of U.S. programs. This situation provides an indication of the type 
of difficulties which ICA might encounter as a result of the proposed amend- 
ment to mutual security legislation. 


NEAR EAST AND SOUTH ASIA 


Afghanistan.—Afghanistan has not reduced its rates and levels of taxation 
since January 1, 1958. 

Ceylon.—During the period from January 1, 1958, to the present, the Govern- 
ment of Ceylon has instituted measures to increase taxes. The new taxes being 
introduced were an expenditure tax, a wealth tax, a capital gains tax and a zift 
tax. Income taxes will now be based on the family unit. It is estimated that 
these taxes will add about $15 million to the Government of Ceylon’s receipts. 

UAR (Egypt).—On the basis of all available evidence and after checking with 
other knowledgeable officers in Washington, we find no evidence that the Gov- 
ernment of the UAR, during the period from January 1, 1958 to the present, has 
reduced its rates and levels of taxation. 

Greece.—During the period from January 1, 1958, to the present the Govern- 
ment of Greece introduced higher purchase taxes on a number of luxury commod- 
ities and imposed additional taxes on the annual fees for operating private cars, 
yachts, etc. The Government of Greece estimates an increase in revenue of $35 
million for 1959 over the 1958 level. 

India.—During the period from January 1, 1958, to the present the Govern- 
ment of India has instituted measures to increase taxes. For the current fiscal 
year (April 1, 1959—March 31, 1960) taxes were increased by $49.1 million. 

Iran.—During the period from January 1, 1958, to the present, the Govern- 
ment of Iran has instituted measures to increase taxes. 

Israel.—During the period from January 1, 1958, to the present the Govern- 
ment of Israel has made numerous changes in the tax structure and tax rates. 
As a result of these changes there was an 11 percent rise in revenue from taxes 
during the Israel fiscal year 1958-59 as compared with 1957-58. 

Jordan.—During the period from January 1, 1958, to the present, the Gov- 
ernment of Jordan has not reduced its rates and levels of taxation. The total 
amount of tax income is expected to increase somewhat in view of improved col- 
lection methods. 

The Government of Jordan has, however, granted a temporary moratorium 
on certain farm taxes in certain localities in view of the severe 1958 drought. 

Lebanon.—During the period from January 1, 1958, to the present, the Gov- 
ernment of Lebanon has not reduced its rates and levels of taxation. However, 
during the 6 months of civil strife during this period, no taxes could, in fact, be 
collected. 

Nepal.—During the period from January 1, 1958, to the present, the Govern- 
ment of Nepal has not reduced its rate and levels of taxation. It is presently 
expected that one of the measures to be taken by the first elected Government 
in the history of Nepal soon after its accession to power in June or July will 
be to review the tax structure and revise rates upward. 

Pakistan.—During the period from January 1, 1958, to October 1958, date of 
the change in Pakistan’s regime, no changes in the rates and levels of taxation 
had taken place in Pakistan. 

Since the advent to power of President Mohammed Ayub Khan, the Govern- 
ment of Pakistan has announced a new tax policy. Although the latter pro- 
vides for a series of tax concessions, its primary purpose is to yield more reve- 
nue and to provide incentives for increased production and investments. By 
introducing a tax reform and a simplification of the existing system, the Gov- 
ernment’s purpose is to have more effective tax collections with lower rates 
rather than widespread tax evasion and inefficient collection of taxes with theo- 
retically higher rates. The tax reductions involved have been announced as a 
step in meeting the country’s basic economic and financial problems. The 
budget speech of the Minister of Finance and the white paper published at the 
same time as the interim budget for April-June 1959 clearly indicate that the 
Government expects to use fiscal policies in order to fight inflationary pressures, 
to reduce consumption, and to increase investments. At the same time, hard 
work and a willingness to bear sacrifices are stated to be requirements to assure 
a better future. 
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The extent that the new policy has been applied—part of the new measures 
were announced only on March 31, 1959—the experience gained during the past 
6 months has corroborated the expectations of the Government of Pakistan. 

Within the framework of a series of martial law regulations, the government 
required the filing of income tax returns on undeclared income over the past 
5 years at concessional rates. This measure alone yielded crores 30, or 
U.S. $63 million. 

Turkey.—During the period from January 1, 1958, to the present, the Govern- 
ment of the Republic of Turkey has not reduced its rates and levels of taxation. 
In fact, in connection with the economic reform measures undertaken by the 
Turkish Government in the context of its program to promote economic sta- 
bility, the Turkish Administration has in draft legislative measures to revise its 
tax structure in order to provide additional revenue and to absorb spending 
power. At the present time, the agriculture sector of the population does not 
pay income tax, and tax reforms in this area are anticipated either during the 
present session of the Grand National Assembly or at their next session at the 
end of this calendar year. 

In summary, the intentions of the Turkish Government are to increase taxes 
and extend and enlarge the categories of those who are required to pay taxes. 

Sudan.—During the period from January 1, 1958, to the present, the Govern- 
ment of the Republic of the Sudan instituted measures to increase taxes. 
Taxes on sugar, cigarettes, theater tickets, mineral waters and beer were raised 
in July 1958 to meet the then anticipated 1958-59 budget deficit, which was the 
first budget since 19382 to show a deficit. -In only one known instance was there 
a tax reduction—the export tax on cotton was reduced because of the poor show- 
ing on cotton sales. 

Yemen, Saudi Arabia, and Iraq.—During the period from January 1, 1958, to 
the present, the Governments of Yemen, Saudi Arabia, and Iraq have not re- 
duced their rates and levels of taxation. 

Saudi Arabia has, in fact, increased taxes in addition to imposition of new 
levies. 


Mr. Aparr. I would like to have your verification of these figures, 
proposed authorizations in this bill: 
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Am I correct in assuming that those are the figures with which it is 
your recommendation that the committee begin consideration of this 
bill? 

Mr. Betu. Yes. 

Mr. Aparr. And at this time, as you indicated a few moments ago 
when I asked you about the recommendations of the Draper Com- 
mittee, you do not see any immediate change in your recommendations 
in these programs? 

Mr. Saccio. This decision has not been made. That is what Mr. 
Bell just reported. 

Mr. Apatr. Did you say has now or has not? 

Mr. Saccro. Has not been made. The presentation we have given 
you is based on the $3.9 billion and the considerations that enter into 
that. 

Mr. Apair. To put it another way, of this $3.9 billion, speaking 
again in round numbers, there is $1.6 Linticn for purely military items. 
That leaves about $2.3 billion for economic items. Of that $2.3 bil- 
lion, $833 million would be defense support. 

Mr. Bexx. That is correct. 
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Mr. Saccio. That is correct. 

Mr. Aparr. And you see no other changes likely before this bill 
finishes its congressional course this year, so far as you are now able 
to see! 

Mr. Brxu. The only possible change, or suggestion of change that 
I am aware of is the suggestion in the Draper Committee report for 
an addition of commitment in 1960 for the military program. 

Mr. Aparr. The reason I press this point is because there has been a 
feeling occasionally in the past that from the time this committee 
acted upon some of these proposals until after the matter was through 
the appropriations process, there have been changes in the figures 
which were sometimes a little hard to understand and I am just try- 
ing to guard against that if I can this time. 

In other words, you expect to go to the Appropriations Committee— 
subject again to your authorization, based upon these same figures. 

Mr. Beux. The same figures, the same books, the same testimony. 

Mr. Apatr. Thank you, Mr. Chairman. 

Mr. Farestern. Mr. Chairman, I would like to ask Mr. Saccio this 
question: When do you first find out that conditions are bad in a 
particular country? By that I mean something is wrong. That is, 
somebody is og mi mR a little money they shouldn’t appropriate, 
some items are being sold that they have no authority to sell? When 
do you first find out? 

What has been your experience of a condition in a country ? 

Mr. Saccro. I don’t know that you can say that there is a specific 
starting point. It may be that some incident in the country itself 
has brought this to the attention of our representatives more than 
just casually and that they would go into the subject a little more 
deeply, but our emphasis is in our missions, if they have been estab- 
lished for any time in the country, they would know as a matter of 
course about these conditions and would be reporting this back to 
Washington in the course of their reporting functions. 

Mr. Farssrern. Do you have any individuals in your organization 
whom you send out to make spot checks in particular countries where 
there has been assistance or loans? 

Mr. Saccto. Yes, our internal audits, our Personnel, Security, and 
Integrity people, our end-use people, they have regular functions and 
responsibilities to report this sort of activity as far as our own pro- 
gram is concerned. 

Mr. Farestretn. Without anybody giving you any knowledge that 
there is something wrong in a particular area, do you send people out 
to make spot checks ? 

Mr. Saccio. Absolutely. This is one of our problems because sov- 
ereign countries don’t like to have outsiders, just like our business 
people don’t like to have Internal Revenue coming in and pushing 
the books out and having another investigator from the Labor De- 
partment—people who have been in business in America complain 
about that. Well, these people complain a little more because they 
feel the United States is coming in and trying to tell them what to do. 

It is not an easy thing to do and it has to be handled with a certain 
amount of tact. We are under instructions of the State Department 
as to how we conduct this in the atmosphere of the country. 

We have end-use checkers: we have regular internal aaistoke who 
are sent there by the Controller’s department; we have our P. S. & I. 
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people who make it a point to follow up allegations, leads, or instruc- 
tions from Washington about what we may hear from other sources. 

These are all in the system, sir. 

Mr. Farsstern. Thank you. 

Chairman Morean. Are there any further questions ? 

Mr. Futron. Could we have the staff get for us in the record a state- 
ment on the copper supply in this country during this period so we can 
have it officially ? 

Mr. Saccro. Yes. 

Chairman Morean. Mr. Meyer. 

Mr. Meyer. Mr. Bell, it has been reported that we have roughly $60 
billion worth of surplus or obsolete equipment and so forth that was 
allocated or provided for the Armed Forces. Would there be no way 
in which provisions could be made to liquidate some of this material, 
this savphin, this obsolete equipment and use it to finance defense 
support, the contingency fund and things of that type? 

Mr. Betu. This is a question which we were asked before, I believe, 
by Mrs. Kelly. Atthe time I expressed some uncertainty as to whether 
the $60 billion figure was a fact or a theory. 

We have looked into it and we have a piece of paper which gives it in 
more detail, but I will give you the rough answer at the moment. 

In the first place, tlie $60 billion figure is an estimate of what might 
become surplus at original acquisition cost in the Defense Department 
over the next 5 years and of this, which means a rate of about $12 
million to $15 billion a year possibly, at original acquisition cost. 

The bulk of this material, according to the Defense Department, 
is worn out military gear and I have forgotten the exact figure, but 
we have it in our paper as to the percentage which is simply dumped 
as salvage, sold for scrap and salvaged, but the bulk of it is that. 

With respect to the balance, that is, what is salvageable and useful, 
the Defense Department has a detailed procedure for going through 
that and screening it before it makes its proposals for this program, 
so that account is taken of it and you will note in the maroon book 
there is a figure for the cost of packing, handling, and transportation, 
or transporting and salvaging this stuff. 

There is sometimes in addition material which might be useful for 
civilian uses. For example, trucks or bulldozers and things of this 
sort. There are two ways this is handled. One, there is a procedure 
established partly by law and partly by administrative fiat which 
gives priorities of claim against it. The services have first claim. 
Other services have first claim. Then there is a provision which 
ated ge for prior claim for educational institutions in the United 
States and then various Government agencies in a said order of 
priority. 

Mr. Furtron. And the Boy Scouts. 

Mr. Betu. That may be, but it is a very elaborate thing. Now, where 
our place in line comes and when I say “our” I mean ICA, where our 
place in line comes, the material is provided, a committee checks it, the 
Army surplus depots abroad send lists of this material to our missions 
and they are under instructions to see whether any of this equipment 
can or cannot be used rather than to buy it new. 

I know of one instance a year or two back where this was done in 
Afghanistan although I can’t say the results were very good. When 
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we finally got the equipment we found it didn’t have an adequate 
number of parts and it delayed the project rather substantially. 

It did save some money, but it didn’t save any time and it didn’t 
help our prestige, but an effort is made. 

My major point is that a real effort is made and a deliberate system 
exists for trying to make maximum utilization of any excess or sur- 
plus that may be useful for the same purpose. 

Mr. Meyer. How about the point of actual sales of it, too. That is, 
many of the items that can’t be disposed of directly abroad or any 
other way, actual sales in this country to get rid of it and use that 
money in an attempt to back some of these things. 

Mr. Bexu. There have been some sales. The Indians, for example— 
I know that there have been some sales to India and there may have 
been some other countries which have bought it. The proceeds, I 
believe, however, go back into the special deposit account of the mili- 
tary department. involved. 

Mr. Meyer. That is what I thought. 

Chairman Morean. Thank you, gentlemen. 

The committee stands adjourned until 2:30 this afternoon. 

(Whereupon, at 12:50 p.m., the committee adjourned, to reconvene 
at 2:30 p.m. the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:30 p.m., the Hon. Thomas E. Mor- 
gan, chairman, presiding. 

Chairman Morean. The committee will come to order. 

We meet in executive session on the extension of the mutual secu- 
rity authorization for fiscal year 1960. 

Our witness today is the Honorable C. Douglas Dillon, Acting 
Secretary of State. 

Mr. Dillon, you may proceed. 


STATEMENT OF HON. C. DOUGLAS DILLON, ACTING SECRETARY OF 
STATE 


Mr. Dixon. Mr. Chairman, I wanted to devote the greater part of 
our session today answering any questions the committee might have. 

There were a few new points which I thought were points not fully 
and adequately covered that I wanted to cover in advance myself. 

In the first place, when I first appeared before this committee I 
mentioned various amendments to the legislation which we were re- 
questing. Since then we have made a few other suggestions. I would 
like to cover them today. 

First, on the subject of the Palestine refugees, we are proposing the 
deletion of the proviso in section 407 of the Mutual Security Act which 

uires that 15 percent of the funds made available for Palestine 
refu be used only for repatriation and resettlement as opposed 
to relief and rehabilitation. 

Because of this proviso, of the $25 million which was appropriated 
for fiscal year 1959, only $2114 million was available for relief and 
rehabilitation and the United States was able to meet its pledge of 


$23 million to UNRRA only by virtue of a carryover of fiscal year 
1958 funds. 
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Because of the increased registration in UNRRA and the desirabil- 
ity of expanding the presently reduced rehabilitation programs, it is 
essential the United States be able to pledge the full $25 million of 
fiscal year 1960 funds. 

Therefore, if the provisos pertain, far from contributing to a solu- 
tion of the problem, it will result in a reduced contribution by the 
United States to UNRRA for relief and rehabilitation of refugees at 
a time when an increased contribution is bady needed. 

A second amendment regards the salary of the Deputy Director of 
the ICA. We are proposing a short amendment to section 527(b) 
of the Mutual Security Act which would permit an increase in the 
salary of the Deputy Director of IC A—that is the No. 2 man in ICA— 
from $19,000 a year to $20,000 a year. 

This amendment is intended to reflect more accurately the level of 
duties and responsibilities of the position and to establish a proper 
relationship with the Director of ICA on the one hand whose salary 
is $21,000 and the other deputy directors responsible for various func- 
tional areas whose salary generally is also $19,000. 

In addition, the salary is rather anomalous since the ICA was 
moved into the Department of State. In the Department of State, 
as you all know, the salary of Assistant Secretary is $20,000 a year, 
and in our view the Director of ICA is now within the State Depart- 
ment generally on a level with the Deputy Under Secretary; and the 
Deputy Director, his immediate deputy, should, we feel, be on the 
same level as the Assistant Secretaries, the regional assistant secre- 
taries with whom he has to deal generally in coordinating our pol- 
icies. So we feel that that is an important though small change. 

Finally, we are proposing a minor technical amendment to the De- 
fense Base Act which has been submitted in writing and details of 
which are available to the staff. It is entirely technical, but I just 
wanted to mention the fact there was such an amendment. 

We also have submitted another technical amendment regarding 
the Development Loan Fund authorization to make clear that the 
previous unappropriated amounts from present authorizations will 
be canceled at the end of this fiscal year, as we believe is the desire 
of the Congress, and will not remain permanently hanging. What 
that amount is, we don’t know because it depends on the action of 
the Congress in final action on the supplemental appropriation bill 
that is now before it. 

Also in my opening statement I referred to the studies that were 
being carried out under section 413(c) regarding ways and means 
in which the role of the private sector could be more effectively uti- 
lized and also as to the effect of the mutual security program on the 
economy of the United States. 

I said that those studies would be available to you and both of 
them have since been published and sent to the committee. 

The report, the second one, was issued a short time ago and was 
prepared by the Department of State in cooperation with the Depart- 
ment of Commerce and the other appropriating agencies and had 
to do with the U.S. economy and the mutual security program. 

Regarding the recommendations in the Straus report for increas- 
ing private enterprise, the use of it in these less developed countries, 
the most important recommendations having to do with legislation 
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and practically the only ones that really require legislation were those 
having to do with a change, or a possible change in the tax laws, 
particularly allowing the deferral of income, foreign income and 
taxation on it, until such time as it is brought back to the United 
States. This is similar to the way foreign income was treated in 
Great Britain. 

This subject is also before the Congress before another committee 
and the Treasury Department report for the administration position 
on H.R. 5, which deals with this subject, will be sent up very shortly 
and there will be a definite position on this subject which I think 
will be favorable to some change in the law along the lines of the 
recommendations we have had. 

Another major suggestion was that we use guaranty authorities 
in a greater way than we had in the past, principally that we use 
guaranty authorities to fully guarantee the credit risks of any loan 
that might be made in an underdeveloped country or a part of any 
loan. That required considerable study because there were a number 
of agencies of the Government that had authority, or partial author- 
ity along this line, that was studied in the appropriate agencies, the 
National Advisory Council, and the National Advisory Council has 
now reached a decision that this would be useful and that a prelimi- 
nary program should be undertaken to see the extent to which it 
would actually stimulate private investment. 

It has decided the appropriate agency to undertake this would be 
the Export-Import Bank. 

The Export-Import Bank has not done this sort of thing for some 
time because the Treasury Department had previously opposed it in 
principle. They are now removing that opposition and the details 
of how this will be handled have not yet been worked out, but are 
under study now by the Export-Import Bank in cooperation with 
the other agencies, but decision has been made to go ahead and to 
have it done in that fashion. 

The other recommendations, primarily administrative, a number 
of them, have already been adopted and others are under intensive 
study. A great many of them, I think, will be adopted, and we will 
keep the committee advised of progress on this matter as it comes up. 

Finally, I wanted to summarize briefly our situation on the pro- 
gram as a whole. We have laid the program out before this 
committee. We have here the programs in detail. You have 
had a chance to look at the programs in each of the different areas, 
country by country. You have some knowledge of the elaborate and 
complex process we have gone through in formulating our program 
proposals. 

I think there is a much better understanding of that this year than 
there has been in the past and all I would like to say is that I hope 
this committee, when you make your decisions, will look at this thing 
in that way and only act if you feel that there are certain places in our 
programs that are really soft, where you can put your finger on spe- 
cific areas. 

You have had witnesses who have summarized the military assist- 
ance, technical cooperation, defense support, and special assist- 
ance programs and the contingency ia I don’t want to add to 
what they have said, but I would like to say a few words for the De- 
velopment Loan Fund. 
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I testified before regarding that, but I would just like to reinforce 
what I said at that time, and point out the fact that we feel that this 
$700 million is an absolute minimum. 

The Development Loan Fund, after dwindling out loans that have 
either been found unacceptable or found of interest to other lending 
agencies, still has on hand approximately $1.5 billion worth of re- 
quests from 44 different countries. There is every reason to believe 
that we will continue to receive new requests during the coming year 
in substantial amounts. 

We are convinced that this $700 million that we have requested is of 
absolute minimum as it will only allow the rate of activity to continue 
at the same rate which we have done during the past year which has 
been, we feel, a minimum and one which we can clearly have go ahead. 

As I said to you last month, it is my deep conviction that the De- 
velopment Loan Fund should be established on a long-term basis at 
a higher capitalization and next year the Department of State will 
recommend such a program. 

It is of interest, I think, to this committee, that this morning in the 
President’s press conference, Mr. Reston questioned him regarding 
Senator Fulbright’s proposal and asked him about this long-term 
concept and said: 


Mr. President, you accept the principle of the long-range commitment? 


And the President answered, “Yes.” 

Mr. Reston said: 

As I understand the argument, you can save money if you can commit for 5 
years? 

And the President said: 

Yes, I agree with that. I haven’t talked to Senator Fulbright directly on this, 
but this has been an argument that Secretary Dulles and I put forward when 
we first asked for the Development Loan Fund. 

So the administration position is in principle in favor of a longer 
term Development Fund. 

I want to say one other thing about the Development Loan Fund 
and that is, as you know, I recently came back from this trip to the 
Far East where, among other things, I attended the Ambassadors 
Conference in Baguio in the Philippines. There was almost unani- 
mous agreement among these ambassadors that the most important 
long-term thing we could do—I will change that to unanimous agree- 
ment, not almost unanimous—the most important thing we could do 
in this area was to promote economic development and increase our 
efforts to that end. 

I think you would be interested in a letter which they concocted 
after I had left in the final days of the meeting and which they sent 
forward to the Secretary of State. I would like to read it to you and 
then we will submit it for the record. 

Dear Mr. Secretary: At the conference of chiefs of U.S. missions in the Far 
East, held in the Philippines, from April 14 to April 17, we have reviewed the 
problems affecting its national security which the United States currently faces 
in Asia. We are unanimous in our conclusions. 

The United States shares with the countries of free Asia the goal of a society 
in which men can make economic and social progress in freedom. The peoples 


of free Asia, like people everywhere, seek an opportunity for a better life. They 
expect their own governments to lead the way to economic improvement. If 
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their present governments do not meet these expectations, the people may well 
succumb to Communist subversion and false promises. 

It is our conviction that these governments cannot achieve their goal unless 
the United States, with the participation of other free world nations, helps the 
less-developed countries with long-term capital. 

The governments of many of these countries lack the financial resources and 
technical skills required to initiate, without assistance, self-sustaining economic 
growth. They do not wish to be dependent upon external aid for the indefinite 
future. They are utilizing their own resources but they hope for enough help 
to enable them to move along on the road to real progress. To a large extent 
this assistance can best be in the form of loans from the Development Loan 
Fund; in a few cases the requisite aid may have to be on a grant basis until the 
country has made enough economic progress to qualify for loans. 


That is particularly Korea. 


Defense support, coupled with the military assistance program, is permitting 
many Asian countries to maintain the armed forces necessary for internal 
security and for the protection of their frontiers. Technical assistance is help- 
ing them to develop their human resources and their technical skills. But, im- 
portant as are these and the other types of assistance now being provided, they 
do not provide the capital required for real progress. This is the purpose of the 
Development Loan Fund, which it has already begun to fulfill. 

The stable, progressing societies we hope for in free Asia will develop as the 
people of these countries gain faith in their own future. Through aid for eco- 
nomic progress, the United States can help them achieve that confidence. We 
are convinced that the next few years are the most critical ones and that the 
provision of adequate funds for this type of economic aid is of the highest prior- 
ity. We most earnestly hope that the Congress will support the mutual security 
program and concur in the President’s request for augmenting the resources of 
the Development Loan Fund. 

So much for the Development Loan Fund. 

I would like to say as a result of my trip throughout this area that 
I was impressed with one thing and that is the fact that overall and 
in general, in a number of countries of the area, certainly the position 
of the free world and the United States is considerably better than 
it was a few years back. That is the case in a number of the countries 
which we call uncommitted and neutralist. Not every one will, but 
countries that have been primarily interested in their own develop- 
ment, in their own independence, and have not been certain that 
our interest in them was entirely academic and uninfluenced by 
special influences of our own—there is a much greater feeling now in 
these countries that we are interested in them for unselfish reasons 
and also much greater realization of the dangers offered by the Com- 
munist movement. 

This same general feeling is also true in other parts of the world. 
I don’t think the mutual security program can take all the credit for 
this, but I certainly feel that a large part of the credit belongs to 
the mutual security program. If we hadn’t had such a program this 
certainly would not have occurred. 

I merely mention this because we so often hear criticisms of details 
and of times where perhaps in the administration of this or that pro- 
gram, real errors have been made where a program could have nan 
handled in a better way. And sometimes because of that we may miss 
the forest for the trees and I think we ought to bear in mind the fact 
that in a number of these countries, very important to us, we are mak- 
ing real progress. 

have spoken to you at length regarding the Soviet economic 
offensive and the ih to act strongly against that. I will not repeat 
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any of that, but we do have one new piece of news which is rather 
interesting and that is that in the recently adopted budget for 1959, of 
Communist China, which was announced this last week, they in- 
creased their foreign aid appropriations by some 33 percent. They 
still are not very large in terms of our use of money for that pur- 
pose, because you all know of the tremendous drive which is under 
way in China, but I think it is very significant that they are under 
that strain and are able to spend any money for outside aid and it 
shows the political importance they attach to this. 

The amount they have appropriated for the coming year is about 
$250 million, which is practically all grant aid. 

I have one other thing I would like to say: You all have been 
interested in the Draper Committee report. That has provided a 
considerable problem. There has been a very close study of that in 
the executive branch and, as you know, they made a recommendation 
which clearly pointed out the need for a larger level of military assist- 
ance than would be possible if appropriations continued at the level 
of about a billion and a half dollars, which they have been for the 
last couple of years. 

They also made a specific recommendation of an extra $400 million 
for this year. 

I have a letter here which has been signed by the President and 
which is going forward to the Congress this afternoon. I understand 
it is supposed to be delivered to the Speaker in about 15 minutes, so 
this letter is still classified until so delivered ; but for your information 
I would like to read it to you. 


Dear Mr. SPEAKER: In my mutual security message last month I stated that 
the bipartisan Committee To Study the U.S. Military Assistance Program would 
soon render an interim report, that after study of this report I would submit 
to Congress such recommendations thereon as I should deem appropriate. 

The Committee, composed of eminent Americans, has made an excellent study 
of the grave perils inherent in Communist military, economic, and political 
activities throughout the world. It is pointed out that without a continuing and 
effective mutual security program, our single—and unthinkable alternative is 
“to seek survival in isolation—a state of siege—as the world continues to 
shrink.” The Committee has highlighted the necessity for a truly mutual ef- 
fort, and after firsthand observation by its members has noted the important 
strengthening of the free world through our assistance—assistance which 
strengthens us as it strengthens our allies. 

Rightly the Committee has emphasized the need for modernization of free 
world military forces, particularly in the NATO area. It has recommended a 
substantial increase in the level of commitments in fiscal year 1960, pointing 
out that such an increase would not involve a significant increase in expenditures 
during that year. I believe, with the Committee, that NATO force moderni- 
zation must go forward as rapidly as sound decisions permit. 

The unanimous findings of the Committee in its interim report confirm the 
imperative need for Congress to authorize and appropriate the full amount 
requested for both economic and military assistance in the mutual security 
program for fiscal year 1960. With this full amount available I shall, in sup- 
port of the Committee’s recommendations, direct full use of the flexibility which 
Congress has wisely provided in the Mutual Security Act, including the con- 
tingency fund. Progress to implement the Committee’s recommendations can be 
made in this way. Nonetheless, even including these measures, as well as our 
continuing efforts to improve the operational efficiency and economy of the pro- 
gram, it may well be that the carrying out of essential equipment and training 
programs, including the force modernization recommended by the Committee, 
will require additional authority to obligate funds in fiscal year 1960. Un- 
doubtedly more funds will be required should the Congress fail to appropriate 
the full amount already requested. 
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Late this fall, I shall review the then-current status of our efforts to imple- 
ment the Committee’s recommendations. This review will encompass then-exist- 
ing world conditions as shaped by developments over the next few months, the 
rate of force modernization, particularly in the NATO area, and, of course, the 
progress of 1960 procurements for NATO and other areas. In the light of this 
review, I will make appropriate recommendations to the Congress. This review 
will enable me to take full account of the Committee’s recommendations also 
in the formulation of the military assistance budget for fiscal year 1961. 

I again emphasize that the program already before the Congress is the mini- 
mum required to support our own nation’s security and the common defense of 
the free world. 

I enclose the Committee’s Interim Report for the earnest consideration of the 
Congress. 

I think that about finishes what I have to say except I would like 
to emphasize the fact that this report of the Draper Committee is an 
additional reason why we do need to have a large contingency fund, 
the full amount that was requested, and why cuts in any part of the 
program which would reduce any flexibility that there may be and 
which might put greater demands on the contingency fund, whatever 
contingency fund is voted, will be very difficult to handle and also 
will cause us to be unable to meet these demands for force moderniza- 
tion in the NATO area which the committee has found to be so 
necessary. 

Chairman Morean. Thank you, Mr. Dillon. 

Mr. Dillon, on the amendment to section 407, besides striking out the 
1959 and substituting 1960, does it just strike out the first sentence in 
the proviso, relating to the 15 percent for resettlement or does it strike 
out more than that ? 

Mr. Dit1on. I think it is only that part, but let me see the exact 
amendment. It just strikes out the 15 percent proviso. 

Chairman Morean. Last year we spent $23 million for Palestine 
refugees ? 

Mr. Ditton. That is correct, of which $1.75 million were carryover 
funds from 1958. 

Chairman Morean. We took the $25 million then and took the 15 
percent which would be $3.75 million, and set it aside. Then we took 
the carryover funds and added $1,700,000 to make up the $23 million. 

Mr. Dizton. That is right. 

Chairman Morean. You now feel in fiscal year 1960 that if you 
take the 15 percent out again you will have $3,700,000 set aside again 
which is not likely to be used ? 

Mr. Ditton. That is right, and also the carryover funds that were 
available last year, the eae Daal are that there will be a very small 
amount, if any, available this year from that source, so that we either 
would have to cut down on our appropriations for the Palestine refu- 
gees which would be contrary to our interests in the Middle East, or 
we would have to go to the contingency fund and make this another 
drain on the contingency fund. 

Chairman Morean. Mr. Secretary, I understand that the authority 
ends next year for the Palestine refugees? 

Mr. Ditton. That is correct. 

Chairman Morean. What happens after 1960? 

Mr. Ditton. We suggested last year in the General Assembly of 
the United Nations that some mechanism should be set up to decide 
that question. I think there was some misunderstanding of our idea 
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at that time among the Arab States because they felt that indicated 
that we had the intention of ceasing all assistance to them at that time 
so they opposed such an action. 

However, it was finally decided that the Secretary General would 
make a study of the situation and would make a report with recom- 
mendations of his own to the next General Assembly which is the one 
this fall, which will have to take action as to what the future may be. 

Chairman Morean. I do not remember whether that proviso was 
put into the act by this committee or whether it was put in by the 
other body, but the original amount was 25 percent instead of 15 

ercent, and I think it came out of conference with the 15-percent 
figure. Is that correct ? 

Mr. Ditton. It came from, the other body. 

Chairman Morgan. Was any money spent at all out of the $3.7 
billion for resettlement? Was the proviso used at all ? 

Mr. Ditton. It has not been used at all because it has not been 
possible to reach any agreement with any of the Arab countries, where 
the refugees are, that money should be used for that purpose. That 
does not mean that some of them haven’t been resettled. A few of 
them have been, but they don’t wish, until there is overall agreement 
with Israel, none of them are prepared to agree that moneys should 
be used for this purpose. 

Chairman Morean. Say the U.N. takes no action before January 1, 
1960 and the authority for the Palestine refugees dies, don’t you think 
some program should be started now to start reducing the contribu- 
tion instead of going in here with the full amount? “What is going 
to happen if no action is taken ? 

Mr. Ditton. It would be a most serious situation if no action is 
taken. I can’t imagine that no action will be taken. Something will 
have to be done. 

It has been our general feeling that the action which would be 
the best would be some action which would put a greater measure of 
responsibility, if not the whole responsibility, for actual administra- 
tion of these programs on countries where the refugees are presently 
placed, with the U.N., which seems to be the appropriate agency, carry- 
ing the burden of trying to collect and audit the funds necessary, but 
forcing these countries to face up more directly themselves to the 
problem of administering this solution. 

We think that that would lead to a more rapid solution to the over- 
all problem. 

We do feel that this is not a problem that the United States should 
have as its sole concern and it is not. We do get contributions, of 
course, from other countries in the U.N. We do think the U.N. is the 
best forum to keep this on a multilateral basis. 

Chairman Morgan. Then you would say, Mr. Secretary, the reason 
you want this proviso eliminated from the bill this year is so we will 
be able to meet our full level of contributions? 

Mr. Ditton. That will be required, yes. 

Chairman Morean. Thank you, Mr. Secretary. 

Mr. Chiperfield. 

Mr. Curperrretp. Thank you, Mr. Chairman. 

Mr. Dillon, I simply want to compliment you and your colleagues 
on your presentation of a program this year. I think on the whole 
it has been excellent and the best this committee has ever had. 
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I have no questions at this time. Thank you. 

Chairman Morean. Mr. Carnahan. 

Mr. Carnawan. Thank you, Mr. Chairman. 

Mr. Secretary, since you say that you have applications for loans 
in the Development Loan Fund of $1.5 billion and only accepting 
$700 million, are you still accepting applications ? 

Mr. Ditton. Yes. We don’t feel that we should ever shut our 
doors to applications. I think all the countries around the world 
know that we are presently without adequate money to meet all our 
applications. Nevertheless, there are some countries which are com- 
ing in rather late with their applications. Some may come in with 
new applications. 

For instance, we might get applications for some of the newer 
African countries who haven't been able to make them as yet. So 
we do take applications. 

We do, in judging priorities, use a certain amount of political sense 
in that we do not act just on the basis of the order in which applica- 
tions are received, although the order in which they are received 
naturally does have a certain influence because on the earlier ones we 
have had time to get additional information and be certain that 
those applications are in good form. 

Mr. etic What is the rate of interest on the loans outstanding 
at the present time? 

Mr. Ditton. The average rate of interest is something slightly over 
4 percent. About 4.1 percent roughly. 

Our policy is to set a rate of 314 percent for what we term non-profit- 
making operations, such as roads, ports, irrigation, and things of that 
nature. On profitmaking enterprises, industrial enterprises, and 
things of that nature we charge the same rate as the Export-Import 
Bank charges, which varies from time to time according to the cost of 
money here in the United States, but which is now at about 534 percent. 
So, averaged out, the rate comes to slightly over 4 percent. 

Mr. CarnaHan. What is the average term of years for which the 
loans are made? 

Mr. Dion. The average is about 15 years. A few have been made 
shorter and a few longer, but 15 isa fair average. 

Mr. CarnaHAN. Have there been any repayments to date? 

Mr. Dimon. If there have been actual repayments of principal, I 
think they have been very small. I doubt that there have been any. 
There have been some payments of interest. The loans were only 
completed during the course of this year and repayments under them, 
where they are required, normally begin 1 year after the initial dis- 
bursement and are very small in the first 2 or 3 years of loans before 
the projects actually get completed. 

We do not expect any large repayments for the next 2 or 3 years, but 
everything is up to date and fully on schedule as expected. There 
have been no defaults and no indication of any nonpayment. 

Mr. Carnanan. Is more attention given to the nonprofit type of 
loan or to the profit type? 

Mr. Dixon. I would say there are two sides to that. I think in 
volume of money the answer would be that more money goes into the 
nonprofit type, which is the basic infrastructure of development. That 
would be the roads, the dams, the harbors, and things of that nature. 
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On the other hand, we do give a disproportionate share of time and 
effort, compared to the amount of money that goes into them, to trying 
to create and develop private enterprise in these countries and we do 
make a number, quite a considerable number, of loans to individual 
private enterprises which would be in the profitmaking category, but 
they are generally very much smaller. 

Mr. CarnaHan. Most of the loans are to governments rather than 
to private industry? That is the basic type of loan ? 

Mr. Ditton. The basic type of loans [ would say are entirely to 
governments and some of the profitmaking ones are too. 

In some cases these loans to government, though, are also for private 
purposes. For instance, the loan in the Philippines to an industrial 
development bank; that is a Government bank; therefore it is marked 
down as a loan to government, but the sole purpose of the bank is to 
make credit available to private industries in the Philippines. So the 
loan does serve directly to promote private enterprise. 

Mr. Carnanan. Is very much attention given to a type of loan 
which will make it possible for a country or the borrower to get 
money from the other loaning agencies ? 

Mr. Ditton. Very much so because we do have, as you know, on our 
board not only the Chairman of the Export-Import Bank, but also 
the U.S. Director of the World Bank and all our projects are checked 
out with both those organizations before action is taken. 

A number of our loans have been made in direct cooperation with 
the two institutions. In Honduras we made a loan for a roadbuildin 
project which was made jointly with the World Bank which loan 
money to contribute about half of the road and we contributed the 
rest. 

In the case of Thailand, we did a similar thing in power develop- 
ment with the Export-Import Bank and both of them were tied into 
a major power development in that country by the World Bank. 

Mr. Carnauan. Thank you, Mr. Chairman. 

Thank you, Mr. Dillon. 

Chairman Morean. Mrs. Bolton. 

Mrs. Botton. Thank you, Mr. Chairman. 

Mr. Secretary, in the employment of personnel, section 401(c) 
which amends 527 (b), that seems to increase the number of your super 
people. Why, what for, and who? 

Mr. Ditton. I think I spoke at some length on that when I ap- 
peared before. I would like to repeat that. 

When ICA was originally set up, up until 1952 or 1953, they did 
have some provision for some 50 supergrade employees. Since that 
date, even though there has been a very marked increase throughout 
the Government and even though the ICA itself has grown because of 
a larger number of people working in the technical assistance pro- 
grams, the number in ICA has been reduced because in that year, at 
the request of the administration, at that time Congress reduced the 
number from 50 to 35. We are now asking them to put back the 
number to 50 for two reasons, 

Primarily, or partly, to give general strength to the ICA and sec- 
ondly, for the very specific purpose of strengthening the coordinating 
function which is now in my office and to strengthen the Office of Spe- 
cial Assistance for Mutual Security Affairs, Mr. Bell, which we think 
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is most important, particularly in coordinating the military assistance 
program with other aspects of the program and that has not been han- 
dled on a very high level to date, and we do need this authority to put 
ane in there that we think can do the job. 

Mrs. Boiron. You think you will need all of the 15? 

Mr. Ditton. Actually the original request was for nearly double 
that amount, but we had to content ourselves with 15 as a result of the 
Bureau of the Budget’s feelings on the subject. 

Mrs. Botton. I congratulate the Bureau. 

Do you see the ICA, in the State Department now, really contin- 
uing in the State Department and not becoming a separate entity 
with a whole new lot of everything? 

Mr. Ditton. Oh, very much so. I think that has happened more 
so during the past year and will continue to be the case during the 
coming year and that there will be a tremendous boost toward that 
about a year from now when we are able to move into our own build- 
ing, a new building, and the ICA will be moved in right next door with 
us and then we will be able to make a working practice of having 
daily meetings, certainly every other day, between regional people 
in ICA and their counterparts in the State Department’s regional 
bureaus. 

We also are taking action to specify continually—this has been 
done for the last 2 or 3 years, but we are making it clear again, the 
fact that an Ambassador in the field is the controlling officer of all 
these programs and is the head of the country team and should make 
use of its responsibilities as such. 

It was by having better coordination in the field; I think that is 
equally as important as back here. That is what really gets the pro- 
gram coordinated. 

Mrs. Bouton. But you do see it as counterpart people so that you 
have a double setup ? 

Mr. Ditton. We will have separate people because of the fact the 
great bulk of people work for the ICA in numbers, those who do are 
people engaged in one or another facet of the technical assistance pro- 
gram. They are not usually long-term employees; they are very 
specialized employees and there is no very good way in which they 
could be bracketed into our present Foreign Service. However, there 
are, in the general economic side of the ICA and the general ad- 
ministrative side, we are getting more and more Foreign Service of- 
ficers serving there and where there are presently a large number of 
them we are making a practice of assigning junior Foreign Service 
officers to the ICA. 

Mrs. Bouton. We had a little discussion about the preparation for 
ea technical people in going to the field. I will just refer you to it. 

won’t take time, but I hope more can be done so that they will in- 
terpret us better. 

Mr. Dron. I think that is very necessary, but I think we have 
made real progress in the last year. 

Mrs. Botton. You certainly have. 

Chairman Morean. Mr. Zablocki. 

Mr. Zastocki. Thank you, Mr. Chairman. No questions. 

Chairman Morean. Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 
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I wasn’t sure about one thing you said in your opening remarks, 
Mr. Secretary, regarding the proposal to defer payment of income 
taxes on income earned from foreign investments. 

Did I understand you to say you were making some recommenda- 
tion for this committee to take action on that, or were you merely 
referring to legislation that is already before the Ways and Means 
Committee ? 

Mr. Drtxon. I was merely referring to the legislation in the Ways 
and Means Committee. 

Mr. Jupp. I wasn’t clear on that. 

Now, on the matter of the lending agencies, the Development Loan 
Fund is now a Government corporation ? 

Mr. Ditton. That is correct. 

Mr. Jupp. And subject to all the regulations of the Government Cor- 
porations Control Act ? 

Mr. Ditton. That is correct. 

Mr. Jupp. A criticism that comes up practically every day is that 
the Development Loan Fund is just another agency piled on top of the 
various other lending agencies and it amounts to an additional way of 
shoveling out money as some put it. A member of the Draper Com- 
mittee said that there are about four empires, as he called them, in this 
lending operation now. There is the old ICA which you have been 
discussing, Mrs. Bolton. There is the Development Loan Fund, the 
new agency here; there is the fund of foreign currencies derived from 
sale of agricultural commodities, and so on, which are sometimes 
making loans, more often grants, I think. Then there is, of course, 
the Export-Import Bank. 

I am glad they are all now under your supervision. Is that not 
right ? 

Mr. Ditton. Not quite. I would say all of them are except the latter, 
the Export-Import Bank is under the supervision of its own Board 
and responsible to nobody else. 

Mr. Jupp. You are not on that Board ? 

Mr. Ditton. No. 

Mr. Jupp. Its director is on the DLF Board ? 

Mr. Dr10Nn. That is correct. We work closely with them but they 
are an independent Government corporation responsible to nobody. 

Mr. Jupp. In quantity of loans the Export-Import Bank is the 
smallest of the four, I would judge. 

Mr. Driton. In amount they have been operating fairly close to the 
Development Loan Fund in size. Some $600 million a year recently. 
However, of course, their objective is not the same at all, although they 
do operate for development. Their primary objective, however, is to 
promote exports of the United States. 

Mr. Jupp. Their loans can be used only to purchase exports of the 
United States ? 

Mr. Ditton. They make loans to people for that and they also help 
finance directly the companies in the United States who make exports. 
They make their loans both ways. 

Now, I would like to say one thing about that comment with respect 
to the Draper Committee plan that there are four separate lending 
operations. One of those operations, the foreign currency operation 
under Public Law 480, all the development loans under that are han- 
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dled by the ICA, by law. They are the agency which makes the loans 
of these foreign currencies so it really is ICA and the foreign currency 
operation, one and the same. 

Mr. Jupp. Well, how much authority does the Department of Agri- 
culture have in the handling of these foreign currencies ¢ 

Mr. Ditxon. It doesn’t really have any. Its authority arises and 
it has the lead in disposing of the agricultural products. It does 
have a voice in setting up what they will be spent for to the extent 
that one of the objectives is market development and promotion of 
agricultural sales abroad and whatever they want for that purpose, 
they have a very important voice in getting and they do get but aside 
from that what goes for development purposes they have no partic- 
ular interest in and they don’t take any part in. 

Mr. Jupp. You have a veto over any loans that they might be push- 
ing if the DLF feels they are unsound ? 

Mr. Ditton. They don’t push loans. They are not interested in 
the Department of Agriculture at all. Once this local currency be- 
comes available and is not being used for U.S. purposes, it is assigned 
for use for development loans. It is then turned over to the ICA and 
that is the end of the interest of the Agriculture Department in it. 

Mr. Jupp. I don’t think it is quite correct to say they have no 
interest in it because I get visited every once in a while by farm peo- 
ple who feel more currency could be disposed of in such and such a 
place. The more such currency is dispensed, the more they think 
they will get back into CCC to buy more of their surplus crops. 

Mr. Diiion. I do think they have a general interest, that is quite 
correct, in that when it appeared under the operation of this program 
some of these moneys were not being used rapidly enough and they 
felt they were building up and this might create some question of the 
program as a whole and therefore rebound, so that they would 
not be able to effect their sale of surplus agricultural products. Then 
they had a very real interest but what I was trying to say is that they 
did not have specific projects —— 

Mr. Jupp. I think the Congress as a whole has confidence in you 
because of your background as a banker and because of your own 
performance in the Government. It would help if there is some com- 
ment you can make on the common charge that DLF is just an addi- 
tional lending agency, that it will complicate the machinery, that the 
agencies won’t be coordinated, that it will be a means of disposing of 
more money rather than a means of improving the total picture of 
our mutual security program. 

Mr. Dutton. I think we have to go back very simply to the reason 
for which it was established which was a basic decision in which the 
Executive and the Congress joined, which I for one am fully con- 
vinced was a good decision, namely: That the bulk of our operations 
in foreign countries had better be done on a loan basis than a grant 
basis. The DLF was set up for that purpose and the capital devel- 
opment operation as such was removed from the ICA, where it had 
been commingled before with the other operations of the ICA, and 
separated out into the Development Loan Fund. 

one of the other lending agencies can do quite the same job as the 
Development Loan Fund. As for the Export-Import Bank we have 
already said what their limitations are, that they can only make loans 
to promote American exports and for projects for which funds are 
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spent here in this country. They can make no loans to cover local 
currency costs or any costs that are not for things spent in this coun- 
try. And another thing, the Export-Import Bank requires repay- 
ment in dollars in a relatively short time. 

The World Bank has a broad development purpose but it does 
require repayment in hard currencies, usually in dollars, also in a 
relatively short period of time. 

The World Bank has found by their experience that there are a 
number of things that need to be done in these developing countries 
which they simply cannot do, in the first place because they haven’t 

ot sufficient capital, a situation which is now being remedied, but also 
Caanie they can’t be certain that the country can repay these loans 
in hard currency in a short enough period of time. That is why 
the head of ‘the World Bank, Mr. Black, so favors the principle of 
making loans repayable in local currency and he welcomes the De- 
velopment Loan Fund as such. So the first point is that the De- 
velopment Loan Fund very clearly has a unique purpose, which 
is a type of development lending which takes the place of what we 
used to do on a grant basis. 

Secondly, as you know, it is coordinated, and I assure you it is 
well coordinated, by the other lending agencies. The ICA, which 
is not a lending agency but an operating agency, has missions abroad 
which are the representatives of the DLF in the countries concerned. 
All our loans are checked through them to get their judgment on 
these loans and also the judgment of the ambassadors in the country 
concerned. 

The Export-Import Bank and World Bank get their chance to 
look at it through their officers on the board of the DLF, so no loan 
is completed without having been examined by those two organiza- 
tionsandthe ICA. There is the closest coordination. 

Mr. Jupp. And there is no overlapping? 

Mr. Duton. No, sir. 

Chairman Morean. The gentleman’s time has expired. 

Mr. Burleson. 

Mr. Burieson. Thank you, Mr. Chairman. 

Mr. Secretary, supposing it should came to pass that this program 
is reduced, would greater flexibility than you now have under the 
law be of help in meeting the difficulties which I am sure you feel 
it would create? 

Mr. Ditton. I cannot see that that really would be the case because 
we have now reached the position where our pipelines have been 
so run down that we are in a position different from that which we 
have been in in the past. We cannot rely to the extent we have in 
the past on pipelines and therefore any major reduction in the pro- 
gram this year would have a very serious effect. 

Now, greater flexibility might give us a greater ability to decide 
where we want that damage to take place but it wouldn’t operate to 
reduce the damage but it certainly would give us greater ability to 
decide where we wanted to take the blow to our security that would 
be involved in any major reduction. 

Chairman Morean. Mr. Fulton. 

Mr. Fuuron. We are glad to have you here. You have made an 
excellent statement. 
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Actually, if the program is reduced it will be reduced as usual in 
various compartments arid programs so that it will be Congress exer- 
cising its judgment. If Congress should leave the string on the bag 
open it would mean Congress abdicating its judgment and saying to 
you in the Department, “While we reduce it, you say where. sn’t 
that about the result of it? 

Mr. Ditton. Yes. 

Mr. Futron. If Congress feels all these programs are important 
and we feel some are not, you think that is our judgment on it? 

Mr. Ditt0n. That is very much the case, Mr. Fulton, and that is 
the reason carried a little further why I would be very hopeful that 
this year this committee will operate maybe in a somewhat different 
way than has been the custom in the past and avoid blanket reductions 
except in such instances as the committee feels there are specific areas, 
countries and places where we have asked for funds which we have 
been unable to justify and if there are such places, that is one of my 
hopes today that if anybody has such questions they will put them 
to me so that I can answer them. 

Mr. Fuuron. You would rather have Congress put the emphasis on 
the specific portion of any area or country program rather than have 
any significant bloodletting in a major way ¢ 

Mr. Ditton. That is correct. 

Mr. Furon. You heard my serious interest in Israel previously 
when you appeared before the Foreign Affairs Committee. I asked 
various questions on the fact that Israel in the original U.S. foreign 
aid presentation had not been included either under special assistance 
or defense support for the fiscal year coming up, 1960. As a matter 
of fact, in your original presentation to the Bureau of the Budget 
you did, I believe, have $714 million in fiscal year 1960 for special 
assistance for Israel. Is that not the case? 

Mr. Ditxon. I think that is the case. 

Mr. Futron. So should we on this committee either by amendment 
or by comment in the report, specify such an amount for Israel on 
special assistance, we would therefore be more nearly conforming to 
the judgment of your agency and be saying that in our judgment the 
importance of this program overrides the budgetary considerations 
causing the cut ? 

Mr. Ditton. Yes; I would like to make one thing clear so it will 
not be misunderstood by this committee. While the Bureau of the 
Budget in going over our budgetary presentation naturally makes 
every effort to reduce and to point out specific areas where they think 
reduction may be possible, they did not take a specific decision to tell 
us that we do not have Israel included in the program, but with the 
reductions which we had to make, based solely on economic judgments, 
it was our judgment that that was the place where a reduction could 
be made because it could be taken care of in other ways, on a purely 
economic basis. That is on Public Law 480 and the Development 
Loan Fund. 

Since then there has been a political question that has been raised 
which puts another element into this matter which we think is very 
important: We have no desire, or indication or willingness to allow 
any impression either in this country or abroad that we are not inter- 
ested in assisting Israel and therefore we do intend and will work to 
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see what we can do to do something in this regard and certainly 
anything which this committee says. We have always paid the great- 
est of attention to any recommendations by the Congress or by Mem- 
bers of the Congress on the floor and particularly to any recommenda- 
tions from this committee and we will treat those most seriously. 

Mr. Futron. We appreciate your confidence. To be specific there 
was then within your presentation at the time of the presentation to 
the Bureau of the Budget, the Development Loan Fund authorization 
for Israel as well as the Public Law 480 fund for U.S. surplus agricul- 
tural products abroad, and in addition the $714 million for special 
assistance making up the total program for Israel. Is that not cor- 
rect 

Mr. Ditton. Yes; except that we do not program individual 
amounts when we go before the Bureau of the Budget, either for 
Public Law 480, or particularly for, the Development Loan 
Fund 

Mr. Furron. I avoided saying any amount. 

Mr. Ditton. So it had been our idea that the exchange would in- 
crease those others but now there are other reasons which have entered 
into this which have changed the situation and we recognize the 
change. 

Mr. Fuxron. So that your position at the present time is that you 
are openminded and would not be et eck to such a recommen- 
dation by this committee if we were to put it in our report. 

Mr. Ditton. Certainly not. We never would have been. 

Chairman Morgan. Mrs, Kelly. 

Mrs. Ketxiy. I would like to follow up that question, Mr. Chair- 
man: Do you mean in the report it is going to be the decision to 
specify X amount of dollars? 

Mr. Fuuron. Seven and a half million dollars would be my recom- 
mendation. 

Mrs. Ketiy. Not under Public Law 480. 

Mr. Fuuron. Mine is $714 million under special assistance for 
Israel without touching the other recommendations under the De- 
velopment Loan Fund and Public Law 480. 

Mrs. Ketiy. Mr. Secretary, I don’t quite understand this Export- 
Import guaranty provision you spoke about. Do I understand the 
law last year when the study was made you had the authority to do 
this? And it doesn’t need legislation ? 

Mr. Ditton. The Export-Import Bank has had that authority ever 
since its creation, I think. For a number of years as a matter of 
fiscal policy, the National Advisory Council has advised the Export- 
Import Bank not to operate in that fashion. 

Mrs. Ketty. You are speaking of this guarantee? 

Mr. Dixon. This guarantee of credit repayment. Not guarantee 
against political risks which is a different thing but this is a guarantee 
of business risks and what the intention is now for the National Ad- 
visory Council—the National Advisory Council has decided to with- 
draw that recommendation and to allow the Export-Import Bank to 
run this program which it is allowed to by law and which it used to 
run in the early days of the Export-Import Bank to quite a large 
extent. 
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Mrs. Ketty. Do I understand correctly that they are going to guar- 
antee the loans to private citizens? Guarantee the full amount to 
private citizens ? : 

Mr. Ditxo0n. I don’t think that there is any desire on their part to 
make full guarantees because that would not increase the flow of 
private money. 

I think that the general objective is that if—and these are only 
loans so what goes in on an equity basis would have to go in as it 
does, but if a private corporation in this country wanted to make 
an investment in some foreign country, some underdeveloped coun- 
try and put in a certain amount as equity and wanted to lend them 
the rest I think the Export-Import Bank would be willing under 
this, if they felt it was a good project, to guarantee against all risks, 
all business risks, say two-thirds, or 70 percent of that loan and the 
company would have to carry the risk for the rest and in that way 
they figure we could get more private investment abroad than is 
presently the case and we feel that is very useful not only for the 
extra money but for the technical know-how, the American managerial 
know-how that would move abroad for that reason. 

Mrs. Ketiy. This is for American citizens alone and American com- 
panies, is that correct ? 

Mr. Ditton. That is correct. 

The local company might be a company in which an American com- 
pany and local citizens join. 

Mrs. Ketty. That is what I wanted to bring out. 

Mr. Dirtxo0n. I would think so. 

Mrs. Ketry. This is not American citizens alone? 

Mr. Drtxon. I would think it would only be if they were American 
citizens but I do not think they would exclude a thing where Ameri- 
can citizens went into a foreign country in partnership with the local 
residents of that country, which business interests are finding more 
and more to be the best method of doing business. 

Mrs. Ketiy. They are demanding that, too, aren’t they? 

Mr. Ditton. They are demanding it in some places, but even where 
it isn’t demanded it sets up a better relationship. 

Mrs. Ketiy. Export-Import will guarantee part of it. 

Mr. Drtxon. The details on how much they will guarantee, the in- 
terest rate, and things like that have not been worked out at all. The 
decision has only been taken that the Export-Import Bank should de- 
velop a program and should be the agency to handle this, and it will 
be a pilot program for the first year, nothing in a very large amount. 

Mrs. Ketty. Thank you, Mr. Chairman. 

Chairman Morean. Mrs. Church. 

Mrs. Courcu. Thank you, Mr. Chairman. 

Mr. Secretary, I would clarify one point: In your conversation 
with Mr. Fulton regarding the grant assistance to Israel I understood 
you first to say that you would keep an open mind, and second that the 
recommendation of this committee would carry weight. My specific 
question is whether without specific increased appropriation or spe- 
cific instruction written into the bill itself, you would be willing to 
guarantee that the Department would grant that $7 million to Israel ? 
Let me say that I would like to have that guarantee. 

Mr. Dixon. I will answer in a different way, if I may. 
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I don’t know of any case where a recommendation by this committee 
on a matter of this nature in the report has been made that the De- 
partment has not followed it, and I can’t conceive of any case where 
they would not follow it. 

Mrs. Cuurcu. The other part of my question was carried in the 
phrase, “without additional appropriation, or in addition to the 
amount in the bill.” 

Mr. Dition. This is not an unusual situation. We have had a simi- 
lar thing in the appropriating process for the last couple of years, in 
the case of Spain where they requested us to make more money avail- 
able to Spain than we thought necessary, and every year we have done 
it, and I am sure similar results will take place here. 

Mr. Jupp. Guatemala. 

Mr. Fuuron. And Greece, too. 

Mrs. Cuurcu. I wish to go back to the Draper report request for 
$400 million additional, and the President’s letter. Do I gather from 
the President’s letter that he has no intention at this time or in the 
immediate future of asking for a supplemental appropriation for that 
amount ? 

Mr. Drixon. He has no intention of asking for a supplemental ap- 
propriation at this time and he reserves the right to ask for a supple- 
mental appropriation at the opening of the next session and he does 
make clear that his request for 1961 will be at a higher level if it is felt 
necessary. ‘ 

Mrs. Cuurcn. Do I further understand that the President hoped 
to be able to make some beginning on the suggested increase in the pro- 
gram, out of funds already in the bill ? 

Mr. Drtxon. There are two possibilities for meeting a portion of 
what the Draper Committee recommended. One would be that if the 
Congress appropriates as he points out, the full amount, or practically 
the full amount of the request, and including the full amount of the 
contingency fund, then most certainly it would be possible to use some 
of our contingency funds to meet this process. That is one way. 

Another way is that a number of these items are long-lead items that 
are needed—advance weapons that are needed for NATO—most of 
them are of that type. e military departments have a number of 
these items on order funded from military appropriations. It may be 
possible to postpone the date when MAP funds are required to pick 
up the obligation on some of these items. 

Mrs. Cuturcn. Without authorization, Mr. Secretary. 

Mr. Ditton. They have the authorization for using their own serv- 
ice funds. 

Mrs. Cuurcu. The question arises as to whether, regarding the 
methods of one choice of taking out of the contingency fund, that 
would so deplete the fund as to make it impossible for you to carry 
on certain plans which you had in mind when the bill was drawn up. 
Is that true? 

Mr. Drtxo0n. I said the contingency fund has always been, for two 
reasons, I think as Mr. Bell pointed out, things that we think, that 
we know are possible, and we don’t know the amount, things that are 
probable that we don’t know the amount, and also for unforeseen con- 
tingencies. 
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Now, certainly if we have the whole contingency fund and if we 
do not have sharp reductions in other parts of the bill which might 
require contingency appropriations to avoid a calamity in some other 
area, we would be able to—and if there is no terrible calamity that 
we don’t expect in the world, we would be able to use some of those 
funds to make a start on this program. It wouldn’t be a very big 
amount because after all the whole contingency fund is only $200 mil- 
lion and the request is for $400 million. It would be a small start but 
it would be a start. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. Thank you, Mr. Chairman. 

Mr. Secretary, I have enlisted for the duration with the fighting 
sons and daughters of Israel on this committee and I do hope that a 
man with the good Irish name of Dillon will listen to us and commit 
himself to the restoration of the grant to Israel. Iam sure that you 
will be impressed by the fact that every member of this committee 
is of one mind as regards Israel. 

Mr. Secretary, you might be interested to know that just before I 
came to this meeting I wrote in my report to my constituents, and in 
that I said, “Keep your eye on Dillon. Here is a man you are going 
to hear more and more of. He has already taken authority over the 
frequently criticized ICA and is starting to bring its house into 
order.” 

Of course, I am very strong in support of the DLF. To me it is 
the most promising part of our program. I would go as far as the 
chairman of the committee in the other body in raising its appropria- 
tion toa much larger amount. 

I am concerned, however, over the request for more money for high 
paid personnel in Washington and I hope you will furnish us with 
further information in justification so that when the bill comes up on 
the floor of the House we will be in position to give the reasons. 

Now, here is another little matter. Relatively very small, but some- 
thing people will understand. It is a provision that raises the per- 
missible price that may be paid for an automobile from $3,300 to 
$3,800. Why is that necessary? I know it is a small thing, but that 
is the sort of thing that we make much of on the floor of the House. 

Mr. Jupp. People can understand that. 

Mr. O’Hara. They say, “Here we get these foreign cars over here 
and we don’t have to pay $3,000 for them even over here.” 

Mr. Diiton. I am informed that the reason for the request in the 
increase in the ceiling price for the purchase of mission directors’ 
cars was occasioned by price increases 1n 1959 model cars and was not 
intended to provide any better type of cars than those that are now 
and have been provided in the past. 

Mr. O’Hara. This, Mr. Secretary, is the kind of question that will 
be asked: Can the ordinary fellow in the countries where we are op- 
erating buy a good usable car for $3,300? 

Mrs. Botton. If you can get it. 

Mr. O’Hara. I don’t know. 

Mr. Ditton. In most of those countries I think the answer is very 
clearly “No,” but we will provide that. 
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(The information is as follows :) 


Section 537(a) (5) of the Mutual Security Act of 1954, as amended, provides 
that except as may otherwise be provided in an appropriation or other act, 
administrative passenger motor vehicles may be exchanged or sold and replaced 
by an equal number of such vehicles. It further provides that the cost, including 
exchange allowance of each replacement, shall not exceed $3,300 in the case of 
an automobile for the chief of a special mission or staff abroad established under 
section 526 of the act. 

All passenger motor vehicles, other than those for the mission director, are 
subject to a price ceiling of not to exceed $1,500 for sedans and $1,950 for 
station wagons. (General Government Matters Appropriation Act of 1959, 
Public Law 85-468, 72 Stat. 220, title II, sec. 201.) All the above ceiling 
limitations are f.o.b. factory and do not include shipping costs. 

The International Cooperation Administration has followed the practice of— 

(1) Acquiring for mission directors only cars manufactured in the United 
States, and 

(2) Limiting the purchase of vehicles acquired to a standard sufficient to 
meet legitimate representation requirements in accordance with the demands 
of the local situation. 

With the increase in price, the choice of representation vehicles which can be 
obtained for a mission director is becoming more limited and the requested 
increase to $3,800 will meet current and anticipated price increases, but will not 
provide any better types of cars than those that have been provided in the past. 

Necessary passenger transportation for all other official purposes at missions 
is provided within the above sedan authorization of $1,500, the station wagon 
limitation of $1,950, and supplemented by buses and certain small foreign makes 
of cars as local conditions warrant. 

Mr. O’Hara. If we have that information and the question comes 
up we are in a better position to answer. 

Mr. Driton. In most of these countries it is more because most of 
them don’t allow the import of cars because they cost foreign ex- 
change and usually they cost literally very fantastic amounts. We 
will give you fuller information on that, 

Mr. Jupp. Ask him whether that includes shipping costs and tariffs. 
Is $3,800 the delivered price? Or is it what it costs you f.o.b. here? 

Mr. O’Hara. It iscars bought in the foreign field. 

Mr. Murpny. I believe it is f.0.b. price. 

Mr. Ditton. Maybe it is loaded on the ship but we better check it. 

Mr. Jupp. It doesn’t include cost of shipping or any tariff that you 
have to pay? Does a diplomat have to pay duty? 

Mr. Murreuy. There is no tariff, Dr. 5 udd. 

Chairman Morean. Mr. Curtis. 

Mr. Curtis. Mr. Secretary, I am going to take advantage of your 
statement of a few moments ago that you in your Department pay at- 
tention to recommendations of this committee, and even of single mem- 
bers of the committee, and discuss aid to Israel, because-I feel that 
that subject deserves reconsideration. 

I was glad to hear you say, Mr. Secretary, that you are reconsider- 
ing it, and you are giving thought to the other considerations that 
arise besides those that are purely economic. I want to mention a few 
of those other considerations that have been brought to my attention. 

I would mention first the show-window nature of Israel in that 
area of the world. You have probably been there and gone through 
the Mandelbaum gate from a modern democratic industrial civilization 
into a civilization that might have existed 2,000 years ago. And the 
problems of Israel are much closer to the problems of other lesser- 
developed nations seeking to raise themselves by their bootstraps than 
say the situation in America. 
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So here we have an example of a going democracy in that area of 
the world under principles of self-government, with everybody work- 
ing. Itisa peert example of a nation’s raising its standards in free- 
dom rather than in the ways of communism. 

In that connection I just mention that we have heard so much here 
recently about West Berlin as a good influence in that same general 
direction, and I think this is another case that is similar. 

Second, I would mention that Soviet or Soviet satellite military aid 
has been going in huge amounts to neighbors of Israel which have 
been hostile; and that this has made necessary heavy military expenses 
on the part of Israel, causing pressure on Israel’s financial situation ; 

Further financial pressure on Israel will also be caused by the fact 
that bonds issued in the early days of her existence as a nation will 
soon be coming due. 

Now, of course, it has been said that we sell Israel surplus agricul- 
tural commodities and make loans. I point out that a direct grant is 
a lot greater help to the economic position of a country than are loans 
or sales for which it is still obligated. 

So I feel that the proposed saving through cutting down grant aid 
is out of proportion to the more intangible losses that will follow 
throughout the world when it is known that we are giving large 
amounts of aid to a neighbor of Israel that has long had difficulty with 
Israel, that the Soviet is giving military aid to other nations in that 
area, and that we appear to be casting Israel adrift. 

When people hear about the end of this grant aid, it has a really big 
repercussion, because although there are other forms of aid to Israel, 
they are not so well known. 

Mr. Secretary, I have taken the liberty of trying to voice a view 
of these points that have been brought to my attention in the hope that 
they may move you to reconsider this question. 

Mr. Drixon. Mr. Curtis, I would just like to say briefly to that that 
we would agree that certainly the repercussions to this have been con- 
siderably greater than we thought they were going to be—whether 
they should be from a strictly economic point of view; but the fact 
that there have been these repercussions and that there is abroad some 
impression that we have less interest in the success of Israel than we 
have had previously is an impression we want to do everything in our 
power to correct and we are going to do it. 

Mr. Curtis. Thank you, Mr. Chairman. 

Chairman Morgan. Before we call on you, Mr. Farbstein, the Chair 
wants to announce that Mr. Gallagher and Mr. Bentley, who went on 
a study mission to Berlin during the Easter recess, will give a short 
oral report after this meeting is over. I want as many members as 
possible to stay and hear the report. 

Mr. Farbstein. 

Mr. Farsstern. Mr. Dillon, as a descendant of Abraham I want to 
join those here to urge you to restore special assistance to Israel the 
same as it was in the last Mutual Security Act. 

I would like to inquire whether or not there has been a breakdown 
or whether you have any information to show what part, or what 
portion of this $3.9-odd billion is spent in this country as a result of 
which business in this country is benefited. 
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Mr. Driton. Well, the figures on that, I think, show that average 
expenditures over the past years and expenditure during the last year 
both were around 75 percent of the total being spent in this country. 
We can and we will furnish for the committee a more detailed report 
if it is not already in the record, but it is about that figure, about 75 

reent. 

Pt is mentioned in some detail in this report which we made a very 
few days ago. It is dated April 1959, in connection with this section 
413; it is called the U.S. economy and the mutual security program. 

It says expenditures under economic aid programs amounted to 
$17 billion, of which 68 percent was procured in the United States. 
But out of the program as a whole my figure was correct. For the last 
10 years, 76.8 percent was procured in the United States and in the 
last fiscal year out of the total expenditures, some 75.4 percent was 
spent in the United States. 

Mr. Farsstrern. That is all. 

Chairman Morean. Mr. McDowell. 

Mr. McDowe tu. Thank you, Mr. Chairman. 

Mr. Secretary, I want to join also in expressing the feeling that I 
hope the program for Israel will be restored. 

fr. Secretary, you have indicated that the program is not in its 
entirety as you perhaps originally conceived of it to be and there have 
been some necessary reductions made in the program, as it is now 
presented here. 

Would you give us any idea of what difference there is in your 
original conception of what the mutual security program for 1960 
should have been and what it has finally ended up to be here in terms 
of dollars and cents? 

Mr. Ditton. Well, I would say on that that we always go through 
this procedure with the Bureau of the Budget which comes last after 
the program has been through the military departments, in the ICA 
and finally myself as coordinator. The Buren of the Budget then 
makes certain other suggestions and we see if we can answer them 
and to the extent we can the program stays the same and to the extent 
we can’t there may be some reductions. 

Also, they take into account there, which is the first place possible 
to take it into account, the overall fiscal position and fiscal problems - 
of the Government. 

I would say there are two places where this had some effect last 
year. Primarily in the case of the Development Loan Fund where 
we had said that we thought it would be ible to use well and 
carefully and for the best interests of the United States in this pro- 
gram up to $1 billion. When it came to a question of inserting overall 
fiscal problems of the Government, reductions were made in many 
departments and when this budget came before them that was one 
area they felt we should maintain the Development Loan Fund at the 
amount we had actually expended during the past year which was 
$700 million and we agreed to that vesanentiby: 

Now, the only other area where there was any real reduction was 
in the military assistance program where it was decided because of 
the fact that the Congress had appropriated less money last year, that 
the Draper Committee had been appointed and was studying this mat- 
ter, that we did not want to recommend an amount of military assist- 
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ance substantially above last year’s authorization until we had had 
the benefit of a thorough review which we felt was necessary and 
which certainly the Congress indicated last year they felt was neces- 
sary before they were prepared to continue with the military assist- 
ance program in the amounts that we have been having before. So 
that program was also reduced. 
_ Aside from that, reductions in the other programs amounted to only 
about 5 percent of the amount asked so they were scattered all through. 

Mr. McDowe tu. Thank you very much. 

Chairman Morean. Mr. Meyer. 

Mr. Meyer. Mr. Chairman, thank you. 

Mr. Secretary, was it last year in your testimony that you recom- 
mended after a trial basis that this year the Development Loan Fund 
should be recommended on a long-term basis? 

Mr. Dixon. It was 2 years ago that the original recommendation 
came up which was that the Development Loan Fund be capitalized 
on a long-term basis and we asked at that time for a 3-year basis and 
said that after we had had that experience of 3 years we would then 
go ahead and make a further recommendation and a more permanent 
one to put the Development Loan Fund on a long-term basis. But 
we felt we didn’t want to make a permanent decision at that time 
until we had had some operating experience. 

Last year we had no operating experience before the time we came 
before the committee. This year we have only had in effect 1 full year. 

The amount we are requesting here is for 1 year and then it is for 
the third year of this original 3-year program because Congress orig- 
inally didn’t give us 3 years; they only gave us 2 years and it is now 
our intention to come forth next year with a recommendation that 
this be put on a more long-term basis with specific recommendations 
as to how that might be done. 

a Meyer. Then it wasn’t slated to come up this year, but next 

ear 
. Mr. Ditton. That is right. 

Mr. Meyer. There has been quite a bit of talk about the fact that 
some Congressmen would oppose economic aid this year, but I have 
also been hearing recently quite a bit of expression that many people 
outside of Congress and quite a few in Congress would like to see 
the Development Loan Fund doubled perhaps and the military por- 
tions reduced. 

If such an effort does develop further, what is your reaction to that, 
is it completely unsound or is there some sense to such a proposition ? 

Mr. Diton. I think there is sense to the point that from our for- 
eign policy point of view we need more funds in the Development 
Loan Fund over a long period of time. Obviously this is a more or 
less long-term program, this business of development. It takes a 
number of years for projects to be completed. 

We do believe we need more money for that purpose and the Presi- 
dent so indicated also this morning in answer to a question regarding 
Senator Fulbright’s proposals. 

On the other hand, I don’t think there is room in the present re- 
duced state of the military assistance program to reduce funds and 
I believe the es of the Draper Committee bears that out. That 
report has now been sent up to the Congress and I recommend it to 
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the consideration of yourself and everybody on this committee. I 
think it is a very interesting report on the saldest. 

Mr. Meyer. The two forces might cancel each other out anyhow 
and then we would have the bill as is, and then next year would be 
the time for the revision. 

Mr. Ditton. That is right. 

Mr. Meyer. That is all. 

Chairman Morean. Mr. Gallagher. 

Mr. Gatiaguer. Thank you, Mr. Chairman. 

While I am not a descendant of Abraham, like my friend here, Mr. 
Farbstein, I am, nonetheless, enthusiastic in my desire that Israel 
should be included in this year’s program. 

I would like to ask you if you could clear up for me, Mr. Secretary 
the matter concerning the Draper report. Am I to understand that 1 
the Congress included the additional amount that the administration 
would make use of it ? 

Mr. Driton. That — hasn’t been raised. I really couldn’t 
answer that question, but since it would not involve any substantial 
expenditures next year, I would think the chances are that they would 
find a use for it because it is primarily making commitments for mate- 
rial which will only be delivered a number of years hence and if it will 
be asked for and voted this year it would not have had any real 
budgetary impact on next year’s budget. 

Mr. Gatiacuer. Is the administration prepared to make such a rec- 
ommendation to the Congress ? 

Mr. Ditx10n. No; the administration is not at this time recommend- 
ing that there be an increase in the military assistance program for 
fiscal year 1960. The President says here that he is going to review 
the program next fall in the light of what it has been possible to do 
in the way of commitments for these NATO weapons. 

The Draper Committee made a rather interesting statement. They 
didn’t want the money spent; they said there should be an increase in 
the commitments and they put some emphasis on that word “commit- 
ment.” In other words, that procurement should get underway for 
these things which they realize will take certain time to deliver. And 
the review would be made next fall and in the light of the situation 
then, the President reserves the right and indicates he may well rec- 
ommend the supplemental appropriation in January for this purpose, 
but in any event would take it fully into account in following years 
programs. 

Mr. Gatiacuer. General Draper felt it was important enough to be 
included in this year’s program. 

Mr. Ditton. That is correct. We have had a number of talks with 
them. I had one talk with the Committee yesterday. They feel that 
from a military point of view—they were asked to look at the military 
assistance program and our military problems. They were obviously 
not asked to make an overall governmental decision and from the 
military point of view they did feel it would be advisable to get started 
with this extra $400 million this year and their report so states. 

Mr. GaiAcuer. In view, Mr. Secretary, of the fact that this is a 
President’s committee and men whom we all certainly respect and 
highly regard, would it not be the burden of the administration to 
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make a recommendation rather than to accept a recommendation from 
Congress ¢ 

Mr. Dutton. That is correct, and the administration is not makin 
it at this time so we don’t expect the Congress will vote addition 
funds at this time. 

Mr. Gattacuer. The administration doesn’t feel there is great 
urgency as the general’s report indicates to us. 

Mr. Dition. There is a matter of approximately 6 months here in 
this thing, taking everything into account, and there is a feeling that 
by reviewing the thing carefully next fall, with the possibility of 
asking for supplemental funds at that time, that there will not be 
too great a delay in actual delivery of these weapons to NATO. 
The Department of Defense may be in a position to proceed with 
the procurement of certain items scheduled for service use which may 
later be diverted to MAP but replaced when MAP funds are available 
to reimburse the military departments appropriations. 

So the actual delay in NATO countries receiving these advanced 
weapons may be quite small—will probably be quite small whether 
or not these extra funds are appropriated this year. 

This was told to the committee yesterday by representatives of 
the Defense Department and gave a good deal of satisfaction to the 
committee. When they made that recommendation, I don’t think that 
part of the equation had been fully studied. 

The committee is of the opinion, and they made it very clear, that 
their basic recommendation—much the most important part is not 
whether extra funds are voted this year, but that the level of de- 
liveries and the level of appropriations which are necessary to sustain 
those deliveries be raised from the present level of about a billion 
and a half to a billion six, to about a $2.1 billion level. 

That is their fundamental recommendation and with that we are 
in full agreement. It is just a question of when we start and every 
indication is that we will certainly start next year and may start 
with a supplemental. 

Mr. Gawtuacuer. There is a possibility of a supplemental appro- 
priation ? 

Mr. Ditton. That is right. 

Mr. Gatiacuer. Mr. Lippmann yesterday felt the program was 
quite inadequate. 

Mr. Jupp. For military aid ? 

Mr. GatLaGHER. Yes, sir, and in view of General Draper’s testi- 
mony, his feeling that the program is inadequate too, is the decision 
to defer one of budgetary consideration or based on additional infor- 
mation other than the information we have from the Draper 
Committee ? 

Mr. Dixon. I think it is based largely on this extra information 
I just gave you that the Department of Defense feels that items on 
order with service funds can be used to avoid any undue delay in 
delivery of these necessary items to NATO. 

Mr. Gatxacuer. If the military feels that way, would it not be 
wiser to include it in this year’s appropriation as the general suggests ? 

Mr. Diiton. Well, the decision which was an sveaels administration 
decision, a decision by the President in this letter which I just read 
was to the contrary, that it wasn’t necessary. 
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Mr. Gautacuer. Would you feel that this is a budgetary con- 
sideration ? 

Mr. Ditton. I don’t think it is solely a budgetary consideration, 
no, because, as I pointed out, the budgetary impact—as the Draper 
Committee pointed out in its report—the budgetary impact next year 
will be very small. 

Mr. Gatiacuer. Thank you, Mr. Chairman. 

Chairman Morean. Dr. Judd. 

Mr. Jupp. I am glad Mr. Farbstein is still here because I would like 
to discuss a matter in which he is interested off the record if I may. 

Chairman Morean. Off the record. 

(Discussion off the record. ) 

Chairman Morean. Any further questions? 

I want to make one announcement. I have just learned that we are 
going to vote on the substitute for the Harris bill at 5:15. The time 
has been set. So I would like, if possible, that we get started on our 
special study mission hearing as soon as possible. 

Mr. Meyer. It might be earlier than that, too. 

Chairman Morean. Mr. Farbstein. 

Mr. Farsstern. There has been tised interchangeably at some of 
these hearings the moneys to be given under the mutual security law 
and Public Law 480. That is true to such a degree that I am inclined 
to think there will be raised on the floor the sum of $4.8 billion 
instead of $3.9 billion. 

Nine hundred million dollars is generally agreed to be the Public 
Law 480 funds representing surplus commodities. I would like to 
get from you whether or not there is a distinction or a difference and 
wherein is the distinction. 

Mr. Ditton. We will be glad to furnish you a very complete state- 
ment on that. 

Mr. Farsstern. I don’t want it. I know it, but I would like to have 
it shown for the record. 

Mr. Ditton. Wewilldothat. Thatis very useful. 

I would like to say one thing before I finish. This is probably 
the last appearance of an executive branch witness before the com- 
mittee on this subject and we would like to thank you for your 
patience with us, for the thoroughness that has gone into this hearing 
and for all the hard work that has been put into this matter by all 
the members of the committee. 

We are at your service to answer any other questions at any time 
you wish and I just want to thank you on behalf of not only myself, 
but of all our witnesses for courtesies and attentions we have had. 

Chairman Morean. Thank you, Mr. Secretary. 

Mr. Jupp. We all congratulate you upon your promotion. 

(Whereupon, at 4:45 p.m., the committee proceeded to other 
business. ) 

(The following material has been submitted by the Honorable Frank 
M. Coffin, for inclusion in the record at this point :) 

Mr. Chairman, this committee has long been interested in receiving periodic 
reports from the executive branch on operations under the Mutual Security Act. 
From time to time we have built into the act reporting requirements. 

Early this year, I surveyed these requirements from the points of view of the 


helpfulness and timeliness of the data included in these reports. In my opinion 
there were defects on both counts. 
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Accordingly, I wrote to the Under Secretary of State for Economic Affairs, 
the Honorable C. Douglas Dillon. I was both encouraged and gratified by 
Mr. Dillon’s response. It was not a perfunctory one, but rather a thoughtful 
acknowledgment of defects, an explanation of problems encountered in the 
reporting function, and an expression of determination to render, as far as 
possible, more timely and more informative reports in the future. 

This, Mr. Chairman, should help provide us with better and quicker informa- 
tion in the future. I should like to incorporate in the record at this point both 
my letter to Mr. Dillon, and his reply. 

” 7 * * * * = 


FEBRUARY 12, 1959. 
Hon. C. DoucLtas DILLON, 
Deputy Under Secretary of State for Economic Affairs, 
Department of State, 
Washington, D.C. 


Dear Mr. Ditton: I am writing to you in regard to the report to the Con- 
gress on the mutual security program for the 6 months ending June 30, 1958. 
In a number of respects I feel that the report is not responsive to congressional 
directives requiring full information on many aspects of the mutual security 
program. 

Section 534 directs that “detailed information” be submitted to Congress on 
the implementation of sections 504, 202, 400, 416, 413(b), and 418, with the quali- 
fication that information can be withheld which is deemed incompatible with 
the security of the United States. 

Section 504 of the act sets forth quite specific criteria concerning participa- 
tion of small business. The most recent report on the mutual security program 
makes only a brief reference to operations under section 504 and fails to give 
the “detailed information” which Congress directed be submitted for its 
guidance. 

Congress, in section 534, also directed that “detailed information” be sub- 
mitted on section 202 of the Mutual Security Act. 

Section 202 sets up the following criteria to be taken into account in making 
Development Loan Fund loans: (1) the availability of financing wholly or 
partially from other free world sources on reasonable terms; (2) economic and 
technical soundness of projects; (3) reasonable promise of contributing to de- 
velopment of economic resources or increased productive capacities of the re- 
cipient; (4) the possible adverse effects of transactions on domestic economy 
with special reference to areas of labor surplus. 

There are further criteria in section 202 covering reasonable prospect of re- 
payment, encouragement of private investment, and in conclusion this section 
states that “the President’s semiannual reports to the Congress on operations 
under this act, as provided for in section 534 of this act, shall include detailed 
information on the implementation of this title.” 

In analyzing the executive department’s response to congressional reporting 
requirements in section 534 asking “detailed information” on section 202, there 
is no indication of the availability of other free world financing and no infor- 
mation whatever on the possible adverse effects of Development Loan Fund 
transactions on the domestic economy “with special reference to areas of labor 
surplus.” 

In at least one instance—the financing through Development Loan Fund of 
a modern textile mill in the Sudan—it would seem to me that Congress should 
have been given detailed information. Negotiations concerning this mill came 
to my attention through a dispatch in the New York Times. I wrote to the 
Secretary of State and received from Assistant Secretary Macomber a full 
statement of the justification for what, as I understand it, is an investment 
guarantee agreement for financing the project. It is my feeling, however, that 
justification for this and similar projects should be set forth in the semiannual 
report on mutual security and that it should not be necessary for a Member of 
Congress to solicit the information on an individual basis. 

Section 534 also requires “detailed information” on section 416 under which 
it is directed that a study be made of “barriers to international travel and ways 
and means of promoting, developing, encouraging, and facilitating” travel. A 
report by Mr. Clarence B. Randall, issued at the direction of the President, 
dated April 17, 1958, was submitted to Congress pursuant to this section of the 
act, although the semiannual mutual security report takes no cognizance of 
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such a study. I would hope that there will be continuing and additional reports 
on this important phase of the program. 

As you know, I sponsored a mandatory provision for a study of how the 
Mutual Security Act can best operate to prevent adverse effects on the economy 
with special reference to areas of substantial labor surplus. This proposal was 
included in section 413(¢c) in the 1958 Mutual Security Act which required 
“specific recommendations for such legislative and administrative action as 
may be necessary to expand the role of private enterprise in advancing the for- 
eign policy objectives of the United States.” 

Although no specific requirement was set forth as to when the executive 
branch must report, I would anticipate that such a study is well advanced and 
that a report, with recommendations, will be forthcoming in the very near 
future. 

It is not my intention to attempt. to harass the executive branch by insisting 
on the submission of unnecessary reports to the Congress. On the other hand, 
I and others have defended sections of the mutual security program and the 
President’s Middle East resolution of 1957 partially on the grounds that Con- 
gress would be fully and frankly informed on the administration and opera- 
tion where Congress has directed that information be submitted to. it. 

I feel that the most recent report to Congress on the Middle East resolution 
falls short of the assurances which Representative Carnahan and I made on the 
floor of the House of Representatives in January 1957. 

In regard to the Mutual Security Act, I have attempted here to highlight 
some of the provisions where, in my view, Congress directed and had a right 
to expect far more explicit information than has been transmitted in the most 
recent report. This, it seems to me, not only deprives the House and Senate 
of essential information but reflects also the possible failure of the executive 
branch to take full advantage of oportunities to demonstrate the effectiveness 
of many aspects of the program. 

I believe that one of the major difficulties is that the semiannual reports are 
not current since they presumably cover developments occurring 6 to 12 months 
before the reports are submitted. The report covering the first 6 months of the 
calendar year 1958 was not received in my Office until the latter part of Jan- 
uary 1959. I can appreciate the difficulties in compiling the necessary informa- 
tion but the timelag make it most difficult to assess the current or even recent 
operation of the program. Consequently, a great deal of time must be spent in 
House and Senate hearings trying to elicit information which could have been 
covered in the reports. 

I shall look forward to hearing from you and would appreciate any sugges- 
tions you may have (1) for submitting the detailed information which Congress 
has requested for its guidance in formulating legislation to implement U.S. 
foreign policy, and (2) for more timely and up-to-date semiannual reports. 

I firmly believe that some steps must be taken to provide the necessary in- 
formation in a more timely way in order to avert inevitable misunderstandings 
and help to insure a more thoughtful and balanced evaluation of what has been 
done and remains to be accomplished. 

With best wishes, 

Sincerely, 
FRANK M. Corrtn, 
Member of Congress. 


DEPARTMENT OF STATE, 
Washington, D.C., March 4, 1959. 
Hon. FRANK M. CoFFIn, 
House of Representatives. 

Dear Mr. Corrin: Thank you for your letter of February 12 and your helpful 
comments about the semiannual report to the Congress on the mutual security 
program issued in January. You stated that you felt that in several respects 
the report was not responsive to the provisions of section 534 of the Mutual 
Security Act, with regard to reporting on actions taken under sections 202, 400, 
413(b), 416, 418 and 504 of the act. 

You are of course correct in observing that these topics were given only limited 
treatment in the last semiannual report. However, these subjects were given 
about the same coverage in previous semiannual reports and the executive 
branch had believed that this treatment met the wishes of the Congress. More- 
over, much of the information required under section 534 is presented each 
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year during the course of the congressional presentation of the mutual security 
program. In particular, detailed information on the Development Loan Fund, 
special assistance, encouragement of private enterprise as discussed in section 
413(b), and the Asian Beonomic Development Fund will be submitted to the 
House Foreign Affairs and Senate Foreign Relations Committees and the two 
Appropriations Committees shortly. 

We are willing to include more comprehensive reports on these specific sub- 
jects in future semiannual reports and on the basis of your letter intend to do 
so. We agree with your comment that more detailed information should be pro- 
vided on small-business participation and therefore will include a concise report 
of the activities of the Office of Small Business in the forthcoming semiannual 
report, explaining how it is informing U.S. small businessmen of procurement 
prospects and telling prospective foreign purchasers of commodities and services 
available from U.S. small businessmen. We will also include, as you suggested, 
a more detailed account of the lending operations of the Development Loan Fund, 
including comments on effects of Fund operations on the U.S. economy. 

We realize that the submission to the Congress of the last semiannual report 
was unduly delayed. It is our purpose to submit these reports much sooner 
after the end of the period reported on, and we will make every effort to do so 
next time. 

There is a basic question as to what role the semiannual report is expected 
to play. We have assumed in recent years that its basic purpose was to report 
in broad terms on the worldwide operations of the mutual security program, 
and recent semiannual reports have concentrated on this approach. We pro- 
pose to continue this practice, in addition to presenting more extended treatment 
of the activities listed in section 534. 

In view of your specific interest in the role of private enterprise in the attain- 
ment of U.S. foreign economic policy objectives, I believe that the executive 
branch witnesses during the mutual security program hearings will be pre- 
pared to discuss this subject fully. This testimony will cover the report and - 
findings of the Straus Committee, which was established under the authority 
of section 413(c). 

You referred in your letter to your earlier inquiry regarding the construc- 
tion of a textile mill in the Sudan. We attach a great deal of importance to 
this private enterprise venture, and as evidence of this the Development Loan 
Fund has approved a loan for up to $10 million to an American firm to build 
and operate this mill. Assistant Secretary Macomber has provided you with 
detailed information on the loan and the investment guaranty agreement cov- 
ering the financing of the project. 

You also commented upon the last executive branch report on the Middle 
East resolution of 1957. We are not aware of any significant developments 
during the reporting period which were not covered in this report; we at- 
tempted to present fully and frankly the information which Congress requires, 
so far as this information could be provided in an unclassified document. We 
have also given classified information concerning the Middle East resolution 
to the House Foreign Affairs and the Senate Foreign Relations Committees, and 
we are of course ready to do so again at any time. The report on the resolu- 
tion for the period July 1 to December 30 is now being prepared and will be 
submitted shortly. 

Please let me know if you wish further information with respect to any of 
the above subjects. 

Sincerely yours, 


C. DouveLas DILLON, 
Under Secretary for Economic Affairs. 
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TUESDAY, MAY 5, 1959 


Howse or REPRESENTATIVES, 
CoMMITTEE ON Foreian AFFAIRS, 
Washington, D.C. 


The committee met at 10:05 a.m., in the caucus room, Old House 
Office Building, Hon. Thomas E. Morgan (chairman) presiding. 

Chairman Morean. The committee will come to order. 

It is with a sense of high honor and great pleasure that I welcome 
our witness this morning, a distinguished American whose courage 
and foresight a dozen years ago helped him to enunciate the declara- 
tion that— 
it must be the policy of the United States to support free peoples who are resist- 
ing attempted subjugation by armed minorities or by outside pressures— 
now known as the Truman doctrine which sparked the genesis of 
the Greek-Turkish Aid Act and the original European recovery pro- 
gram under the Marshall plan. 

Our present foreign aid bill, with its program for military, eco- 
nomic, and technical assistance, is a direct outgrowth of the original 
Truman doctrine and the subsequent Presidential messages and im- 
sere legislation which had the nonpartisan support of both the 

xecutive and the Congress. 

Mr. President, because the policy which you inaugurated as 
Chief Executive still provides the basic approach which our Gov- 
ernment uses in dealing with the changing international problems 
that confront us, we are parcegiasly fortunate to have the benefit of 
your great experience and sage counsel in this stage of the committee’s 
deliberations. 

I wish to express our appreciation for your meeting with us this 
morning. I am sure we will ain much from your testimony. 

Will you proceed, Mr. President. 


STATEMENT OF HON, HARRY S. TRUMAN, FORMER PRESIDENT OF 
THE UNITED STATES 


Mr. Truman. Thank you very much, Mr. Chairman. You are ex- 
ceedingly kind to me. 

Mr. Chairman and honorable members of this great committee, I 
am glad to have this opportunity to talk with you about the mutual 
security program. It 1s good to come back here and see so many old 
friends. I am glad you are giving such earnest attention to the 
problem now before you. 
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I hope you will agree on a program big enough to do this job on 
which so much of our safety and the welfare of the world depend. 

I never in my life believed in little plans. I learned as quite a 
young man, always make your plans bigger than you think you need 
and you will grow into them. 

This is not a partisan matter. As all of you probably know, I like 
a political fight. I don’t think I have to emphasize that with you 
very much, and on domestic issues I think it is healthy for the two 
great political parties to have a different approach sometimes; but 
partisan politics ought to stop at the water’s edge, and I practice what 
I preach in that. 

I am glad to say that on the basic policies underlying the mutual 
security program there is no conflict between the Republican admin- 
istration now in office and the prior Democratic administration. I 
believe that the basic necessity for this program is now recognized by 
most thinking people in both parties. This does not include the 
America Firsters, or the Chicago Tribune. But even among people 
who support the program, there is not full awareness of how essen- 
tial it is—and of how much value we get for our mutual security 
dollars. 

Mark this well: The mutual security program is not a soft spot in 
our budget. It is not a place where the country can economize in 
a cheap and easy fashion without hurting anything much. If you 
start skimping on this program, you are playing with dynamite. If 
you feel that you have to cut the budget, and I am not expressing any 
opinion on that at this time, there are many other places that ought 
to come out first. 

I will not be so indiscreet as to name them here—but I might sug- 

t that you ought not to cut this program unless you feel the situa- 
ion is so bad you first cut the congressional salaries. 

Actually, I do not think there is any need to cut congressional sal- 
aries or to cut the mutual security program. On the contrary, we can 
provide adequate funds for both and the country will be better off for 
our doing so. Not only does the mutual security program provide 
us with added safety against foreign enemies, but in the long run 
it increases our economic prosperity. 

This Nation cannot exist as an island of prosperity in an impov- 
erished world, and to the extent that we can help other nations raise 
their standard of living, our own standard of living here at home will 
be increased. In fact, if the living standards of the hundreds of 
millions in Asia could be raised by as little as 2 percent, we would 
have all we could do just to meet the increased demand. 

I am not an expert on the details of the program now before this 
committee. You have been hearing testimony on it for some weeks 
and are more familiar with it than I am, but I do urge you not to 
let any preoccupation with details make you lose sight of the bi 


picture. And don’t fall into the booby traps set by the enemies o 
this program who have axes to grind or who can’t see beyond the 
ends of their own noses. 

The program you are considering is not a “giveaway” program. It 
is just what its name implies: A mutual security program. 

It helps us just as much as it helps the nations to whom we extend 
assistance. We have just as much at stake in the struggle against 
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the aggression and imperialism as they do—perhaps even more. 
That’s a thought to remember—America probably has more to lose 
in the struggle against Communist imperialism than anyone on earth, 
or any nation on earth. I SOW 

It should be perfectly obvious that in this struggle it is in our 
best interest to have as many friends and as few enemies as possible. 
It should be equally clear that it is in our best interests for our friends 
to be equipped and able to take an effective part in our mutual 
struggle. 

I am glad to note signs of an increasing emphasis on the economic 
aspects of the mutual security program. I hope the Congress will 
provide completely adequate funds for the economic programs, and on 
a continuing basis. I am very strong for that “continuing basis” and 
I speak about it from experience. 

This means an adequate authorization for the Development Loan 
Fund. The administration has asked for $700 million, but their own 
spokesmen, before the first of the year, were saying that this fund 
needed $1 billion or $114 billion this year. 

Therefore, I do not think you ought to slash the administration 

uest ; I think you ought to increase it. 

urthermore, this means a long-term authorization. This ought 
to be a 4- or 5-year program, just the way the Marshall plan was. 
However, we should not increase the Development Loan Fund by 
skimping on military assistance. We can afford adequate funds for 
both purposes. In fact, we cannot afford not to have adequate funds 
for both. That would be the worst kind of false economy. 

I know there are problems about the way the program is adminis- 
tered. I have heard reports about poor administration that have dis- 
turbed me. I have also heard disturbing reports of political parti- 
sanship entering into this picture. But the answer to this is to try 
to improve the administration of the program, not to try to destroy 
the program itself. 

I hope this committee and the other appropriate committees of Con- 
gress will keep a very close watch on how the program is administered 
and will press for honest and efficient and nonpartisan operations. 
This is the only sensible way I know to get at this particular problem. 

I hope you will encourage ways and means for the agency ad- 
ministering the program to keep the American people better informed 
as to how it is operating and what it accomplishes. 

If it oe oye: in a showcase,” I think that would have a twofold 
benefit. First, it would tend to improve operations so that they could 
stand inspection better. And second, and more important, it would 
increase the understanding of the American people as to the necessity 
for and the benefits of mutual security. 

Unfortunately, the general public does not know a great deal about 
this program. If they did, you can be sure they would be strongly 
supporting it because it is of vital importance to their own safety. 

It is also unfortunate that this is a program which is so easy for a 
demagogue to work against. “Giveaway program”; “helping for- 
eigners”; slogans like this lend themselves readily to appealing to the 
worst side of human nature. 


We can only counter this by continuously explaining over and over 
again the true situation. 
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I think it would not be amiss in this connection to turn to some of 
our fundamental teachings. I suggest that you might take a look 
at the 1Uth chapter of the Gospel according to St. Luke to see the 
answer to the question, Who is my neighbor? 

The mutual security program is necessary not only to meet our im- 
mediate needs for protection against aggression—it is necessary also 
to help strengthen the moral and spiritual values upon which the 
ultimate solution of the world’s problems must depend. 

Now, I wish to thank you very much for permitting me to be with 
you at this time and permitting me to read my statement. If I can, 
and the chairman feels like anyone wants to ask any questions, I will 
do my best to answer them as best I know how. 

Chairman Morcan. Thank you, Mr. President. I am sure that 
each and every member has a question to ask you. 

I want to announce that when the President agreed to appear 
before the committee he had, he said, a previous commitment for an 
early luncheon today. Therefore, he would like to get away from 
the committee room somewhere near 11:30 or a little after. So we 
are going to use a different procedure in questioning. 

The chairman feels that each member may ask one question on the 
first round and if there is any time we will start over again with 
further questions. 

Mr. President, General Twining has said that the dollars spent 
under mutual security buy more security than a dollar in our own 
aetemes budget. Would you feel that strongly about this program, 
sir ? 

Mr. Truman. I think that is absolutely true, and that applies to 
this program. 

Chairman Morean. Mr. Chiperfield. 

Mr. Cutrrrrrevp. Thank you, Mr. Chairman. 

Mr. President, we deeply appreciate your coming before this com- 
mittee and we appreciate your constructive statement. I have no 
questions at this time. 

Chairman Morean. Mr. Carnahan. 

Mr. Carnauan. Mr. President, do you recommend an increase in 
the request of the program of approximately $3.9 billion ? 

Mr. Truman. Do you mean the whole program, military and 
everything ? 

Mr. CarRNAHAN. Yes. 

Mr. Truman. I am not familiar enough to give you a categorical 
answer on that, but I would like to see the Development Loan Fund 
increased and we should keep the military thing as closely as possible 
to what is necessary. I don’t think either one of them ought to be 
cut. 

Chairman Morcan. Mrs. Bolton. 

Mrs. Bouton. Thank you, Mr. Chairman. 

Mr. President, you have a long view of these matters. Would you 
say that the United States has made definite gains abroad during this 
last decade? Are things better than they were? 

Mr. Truman. I think they are very much better outside the Iron 
Curtain. Behind the Iron Curtain they are worse. 

Mrs. Boutron. After all, that is what we hope for, isn’t it? 

Mr. Truman. That isright. You are exactly right. 
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Mrs. Bouron. Thank you very much. 

Mr. Truman. You are welcome. 

Chairman Morean. Mrs, Kelly. 

Mrs. Ketiy. Thank you, Mr. Chairman. 

I join my colleagues, Mr. President, in welcoming you here this 
morning. 

Do you believe in restoring or continuing aid to a country in the 
present status of Iraq and Syria? 

Mr. Truman. That is a matter that ought to be decided by the man 
who makes the foreign policy for the United States, and unless some- 
one has access to the Centra] Intelligence Agency, you can’t tell exactly 
what ought to be done. I sincerely hope that we won’t lose any more 
states behind the Iron Curtain and that ought to be prevented if it 
possibly can be. 

Mrs. Ketiy. Thank you, Mr. President. 

Chairman Morgan. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. President, we are honored in having you with us this morning. 
I recall your appearance before a subcommittee of this committee in 
Kansas City 2 years ago. , 

Mr. Truman. That is correct. 

Mr. Merrow. Mr. President, the request for the next fiscal year is 
$43.6 billion for the Department of Defense and $3.9 billion for the 
mutual security program. 

The question is, Do you consider the $3.9 billion as important as the 
money spent in the Department of Defense; the $43.6 billion; as im- 
portant as the money spent for airplanes, guns, or boats, and do you 
feel that it would be as reasonable to cut the 43.6 as it would be to 
cut this because this is where the row is? 

Mr. Truman. I think that is absolutely true. I think this is of vital 
importance that the mutual security program be carried through for 
the welfare of the whole world and the peace of the world. That is 
what I am interested in. The military part of the thing you have to 
work out on your own knowledge and approach to it. But it is vitally 
important that this not only be not cut but there ought to be an in- 
crease for the mutual security program. You get more out of it in 
the way of peace than any other thing that we do. 

Mr. Merrow. Thank you very much, Mr. President. 

Chairman Morgan. Mr. Hays. 

Mr. Hays. Thank you, Mr. Chairman. 

Mr. President, it is good to have you and I enjoyed your statement 
because as usual it is right to the point of what. you believe. 

Now, I have supported this program since its inception—that is, 
since I have been in Congress—and I have certainly thought that the 
Marshall plan which was tailor made to save Western Europe in an 
economy and civilization like our own has worked well and done its 
job. But I am a little disturbed about the emphasis on military as- 
sistance, especially in the underdeveloped countries where most of the 
people of that country have never had a square meal in their lives 
and I would like to see more emphasis on technical assistance and 
economic loans and so on, which would help build a base whereby 
you might build a military organization, rather than just jumping in 
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and indiscriminately supplying arms and having things occur like 
they occurred in Iraq. 

Mr. Truman. I think you have a commonsense approach there. It 
is vitally important that the standards of living and the knowledge and 
education of these countries be improved and that is what this mutual 
security program is for. 

Then if it is necessary to arm them to keep them from being invaded 
or taken over by the Communist countries, they ought to be led in that 
way too. I don’t like to draw a line between the two plans of help. 

What you have to do is just investigate the situation, make up your 
minds, your own minds, on what you think is right. 

Mr. Hays. But there are priorities that this committee or somebody 
has to determine. 

Mr. Truman. That is correct. That is absolutely correct. That 
is what you are here for. 

Chairman Morean. Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 

Mr. President, I only wish you were appearing before another 
committee of Congress that determines the actual amount of money 
for this program because this committee generally goes along pretty 
well. I hope you will come back to testify before that committee 
because you have made an excellent statement. If you will permit 
me to recall it, our earliest association was when we were barnstorm- 
ing as a team, 16 years ago, trying to get our people to see that we 
had a great stake in carrying on a struggle unitedly for a better 
world after we won the war against the Nazis and the Japanese. I 
have had great admiration for you, and affection, ever since. 

In those days, I always got up first and talked about “why” we had 
to cooperate with other countries to build a good peace, and you, be- 
ing in the Senate which had before it the Ball-Burton-Hill-Hatch 
resolution, talked about “how” to do it. The “how” is what bothers 
us most now. I think the Congress and the people overwhelmingly 
understand the necessity for this kind of program but they are pro- 
foundly disturbed about evidences of waste or confusion or overlap- 
ping or corruption. These are bound to happen sometimes in so 
worldwide a program, but some are turning their backs on it, saying, 
“Well, it isn’t accomplishing enough to justify the expenditures.” 

Do you feel that despite all the shortcomings, which we don’t ex- 
cuse, but which we haven’t been able to correct adequately and per- 
haps never will be able to, we must still go ahead with the full amount 
proposed, recognizing that the main thing is to save the freedom of 
these peoples and if there have to be, in spite of our best efforts, some 
losses in the process, that is an inevitable part of trying to carry on 
this kind of a complicated program. 

I wish you would help us at this point. This is where we encounter 
greatest opposition at the present time. 

Mr. Truman. Well, if you don’t mind my bragging a little bit, I 
will call something to your attention. We spent about $565 billion 
to keep the free world free in the Second World War. It was my 
job to kind of look things over as that expenditure was going on, 
particularly in the United States. 

It was estimated by the head of the military organization that had 
to do with the buying and sending around of military supplies that 
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the work of that committee, which was bipartisan—there were ten 
Senators on it—saved the taxpayers about $15 billion. 

Now, the thing in my opinion for this Congress to do is to have 
these expenditures walchal carefully and eradicate the waste, in- 
efficiency, and things of that kind. Yt can be done. 

I can remember when they referred to me as the No. 1 S8.0.B. of 
the U.S. Government because I was raising thunder with them all the 
time when they were doing things wrong. I didn’t mind the reputa- 
tion as long as we got some results. 

I don’t mean to call attention to myself, but I am talking to you 
from experience. It can be managed and you can manage it. I know, 
from experience. That is the reason I am telling you this story. 

Chairman Morean. Mr. Selden. 

Mr. Sevpen. Thank you, Mr. Chairman. 

Mr. President, I want to join with our colleagues here in welcom- 
ing you to the committee and thanking you for your very fine state- 
ment. 

Since I have been a member of this committee, some members have 
questioned whether the provisions of military aid should be included 
in the same legislation with those of economic aid and technical 
assistance. 

You mentioned in your statement that the general public in some 
instances didn’t know a great deal about this program and misunder- 
stood it. Do you think the mutual security program would be better 
understood by the general public if the military portion of the pro- 
gram could be considered in separate legislation from the economic 
and technical assistance portion of that program ? 

Mr. Truman. That is what was done in another administration 
that I could name to you. 

Mr. Setpen. Would you recommend going back to that approach ? 

Mr. Truman. No; that is a matter that is up to the Congress. That 
is a matter that is up to the Chief Executive and the Congress. You 
get the information and the facts and then you ought to handle it in a 
way that will be the most efficient for the welfare of the world and 
world peace. 

That is what I am interested in. I can’t give you detailed advice 
on how these things ought to be done, because I have been out of the 
Congress since 1945. 

Mr. Sevpen. I thought perhaps you had picked up some grassroots 
feeling on this subject. 

Mr. Truman. I have and I am trying to tell you about it right 
now. 

Chairman Morean. Mr. Fulton. 

Mr. Fuuron. Mr. President, we are glad to have you here and the 
committee is honored to have you present. As a matter of fact, since 
they speak of you as the ex-President, I would like to nominate you 
as an honorary member of the House Foreign Affairs Committee as 
of right now. 

Mr. Truman. Thank you very much. 

Mr. Fuuton. Dr. Judd recalled a successful team when you and 
he went out on a program. I still remember a successful team of you 
and Margaret in 1948 on that successful whistlestop tour. And I 
might say I still think that Margaret was your best whistlestop. 
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My question comes up because our foreign a is always in the 
area of reference of the overall picture. At the current time we are 
coming up to the Summit Conference. What do you think we would 
accomplish by such a Summit Conference as is coming up and how 
should we go about it as a Nation, leaving partisanship aside? 

Mr. Truman. I am not in a position to intelligently answer the 
question as to the top heads of states having a meeting. Some good 
has been accomplished by it in the past, but the matter has to be worked 
out by men who are familiar with the situation all around the world 
and with the hope that some concrete result can be obtained by it. 
That is the best answer I can give because I am not familiar with all 
the facts in the present situation. 

There is only one man who has access to all the information and is 
the maker of the foreign policy of the United States. I think that 
the advisers around him and the advisers to this committee are in a 
much better position to answer that question than I would be, and I 
don’t like to talk off the cuff about things I don’t have all the facts on. 

Chairman Morean. Mr. Pilcher. 

Mr. Pitcuer. Thank you, Mr. Chairman. 

We are glad to have you, Mr. President. I have sometimes dis- 
agreed with you, but I have scrapped for you for years. 

Mr. Truman. That is what cakes life worth living. 

Mr. Pucuer. Mr. Hays asked my question. I think that we are 
spending in some of these underdeveloped countries entirely too much 
on military and not enough on food, health, education, and ways for 
the people to help themselves. 

Mr. ‘TrumaN. The object of the whole thing to start with was to 
help people help themselves to a better standard of living. That is 
the keynote of the whole thing. 

Mr. Prvcuer. That is all, Mr. Chairman. 

Chairman Morean. Mrs. Church. 

Mrs. Cuurcn. Mr. President, I find myself startled by a situation 
which finds me up here and you down there. Such a situation was 
never anticipated by either of us, in our earlier association. 

I wonder, sir, if you could comment on how we might improve the 
effectiveness of our operations. I presume that you have made a per- 
sonal investigation of the way in which the programs operate. Could 
you make concrete suggestions—not a generalization—as to how we 
could so improve our programs that our purpose would actually be- 
come better known to the peoples of the world whom we want to help. 

Mr. Truman. I wish I could give you concrete information on the 
subject. Nothing in the world would please me better. I think the 
first step is a public relations one. It is the strengthening of friendly 
relations with these countries, and the use of this program for their 
welfare and benefit, which will also be for our own welfare and benefit 
because we will have to furnish some of the things they need to im- 
prove their standard of living. We should not tell those countries 
what kind of government they ought to have or how they ought to run 
it. Let them do their own political work and let us do what this bill, 
in its entirety, provides, for the welfare of the whole world. 

Mrs. Cuurcnu. Mr. President, as a corollary to my one question: 
Would you agree that dollars alone cannot do it ? 

Mr. Truman. I don’t want to go into personalities. No single one 
man can do the job. 
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Mrs. Cuurcu. I didn’t say Dulles, sir; I said dollars. 

Mr. Truman. Mrs. Truman says I need a hearing aid, but I don’t 
admit it. Now, I understand what you mean. 

No, of course, dollars alone can’t do it. It takes good will and 
everything else that goes with it, but the dollars are necessary, abso- 
lutely necessary. 

Mrs. Cuurcu. Thank you, Mr. President. 

Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. Mr. Chairman, I have the proud distinction of hav- 
ing ridden into the Congress on Harry Truman’s coattails. 

Mr. Truman. Thank you, sir. 

Mr. O'Hara. Mr. President, I was very happy that. you pointed to 
the need of a further study in the administration of the program. I 
have been very critical of ICA. ICA’s personnel program is to re- 
strict the recruitment to young men between the ages of 28 and 35. 
At. 60 one can become an adviser. At 65 he isthrough. 

Now, you have been President of the United States. In the early 
years of your presidency under the program of ICA you would have 
been ineligible to have been a consultant. Have you any comment to 
make on that policy of the ICA? - 

Mr. Truman. Well, I want to tell you something of what I think. 
The older a man gets and the more information he attains, his useful- 
ness always increases, unless for some reason he becomes incapacitated. 

I never did care much for this age limitation. I haven’t paid any 
attention to it, as you know. 

Mr. O’Hara. Thank you, Mr. President. 

Chairman Morean. Mr. Bentley. 

Mr. Bentiey. Mr. President, I seem to recall that back in 1948 
when you were our Chief Executive and the Marshall plan was first 
put into operation, that it was at that time made available to all the 
countries of Europe including those which are now behind the Iron 
Curtain, and I think two of them at least indicated their willingness 
to participate and they were overruled by Moscow. 

Mr. Truman. That is right. 

Mr. Bentiey. Now, in view of the fact, sir, that one of those coun- 
tries, Poland, today is getting some form of economic assistance from 
us although not in this particular program, would you say that our 
foreign aid, or our mutual security program should be extended to 
those countries behind the Iron Curtain if it were possible to make 
satisfactory arrangements for them to receive it ? 

Mr. Truman. Well, the countries such as Poland, Hungary, and 
Tibet are of use to freedom and liberty to a very great extent. 
Poland has been one of the centers of the greatest of revolutions for 
that purpose. I think they ought to be helped if it is possible. 

Mr. Bentiry. Thank you, sir. 

Chairman Morean. Mr. Fountain. 

Mr. Fountain. Thank you, Mr. Chairman. 

Mr. President, this is the third time I personally have been hon- 
ored by your appearance before committees on which I am serving. 
Two of the appearances were in Kansas City. 

Of course, we in North Carolina also claim you as our citizen, espe- 
cially since your lovely daughter and a former Tar Heel classmate 
of mine at the University of North Carolina became husband and wife. 
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My question probably relates to one of the most controversial as- 
pects of our mutual security program. It is this: What is your opinion 
as to whether or not we should continue to furnish mutual security 
funds to Communist nations such as Yugoslavia ? 

Mr. Truman. The purpose of that arrangement was to keep the 
Russians out of the Mediterranean Sea. If they get control of the 
Black Sea Straits entirely and get on the flank of Italy and Austria, 
we are going to be in tremendous trouble, and we have kept them from 
doing that. That is the reason for it. 

I was President when it was threshed out before me as President 
to see whether to do it or not. We tried to save the flank of the free 
world in Europe. 

Mr. Founrarn. Thank you. 

Chairman Morean. Mr. Fascell. 

Mr. Fasceti. Thank you, Mr. Chairman. 

Mr. President, you have very concisely stated your opinions and 
with a depth of human understanding which I think is a most admi- 
rable trait. 

In attempting to increase the effectiveness and the acceptance of the 
mutual security program, Mr. President, and also to perhaps maintain 
and increase the initiative in the so-called cold war, do you think that 
we should engage in a large-scale, well-coordinated public relations 
program which might be called a peacetime psychological offensive? 

Mr. Truman. I certainly do. I tried to set one up and thought I 
had. 

Chairman Moraan. Mr. Coffin. 

Mr. Corrry. Mr. President, I join in commending you for your 
statement but I am more impressed with your answers. If brevity is 
the soul of wit, you are the wittiest person who has ever appeared 
before our committee. 

Mr. Truman. Iam not going to answer that question. 

Mr. Corrtn. That wasn’t a question. I still have my question. 

T think you may have a very fine contribution to make to this point : 
You have answered one question relating to Syria and Iran saying we 
cannot know everything that the Executive knows about CIA’s know!}- 
edge of these areas. You have also answered Mr. Hays and others 
saying that the Congress should investigate the operation of the for- 
eign aid program and make its own decisions. 

Mr. President, what is the delineation of responsibility between the 
Executive and Congress in investigating the program and in making 
decisions? What should be the Executive prerogative and what 
should be that of Congress? 

Mr. Truman. The Executive’s prerogative in foreign affairs is to 
make decisions. He has to make them. That is what the Constitu- 
tion provides for. But the Executive is always happy and willing 
to have the best kind of advice from congressional committees and 
leaders in the Congress who are well informed. They were always at 
the White House when I was there discussing every question that 
came up, and there was no partisan line drawn in it. 

You have to have eg will. You have to know where you are 
going. It is no trouble at all for reasonable men to get along in 
things of this kind, and this is such a big thing the help of the Con- 
gress is absolutely necessary. 
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Chairman Morean. Mr. Farbstein. 

Mr. Farssrern. Mr. President, we in New York still think you are 
the greatest American. 

I wonder if you would care to define the opposition to this program, 
the mutual security program? That is a rather broad question, I 
appreciate. 

r. TRUMAN. I can answer it in one sentence. It is a leftover from 
the isolationists and they are trying to come alive again. 

Mr. Faresrern. Do you think it is solely based upon isolationism ? 

Mr. Truman. Yes, I do. I think that is the fundamental basis of 
it. That ismy opinion. You asked me for that. 

Mr. Fareste1n. Thank you. 

Chairman Morean. Judge Saund. 

Mr. Saunp. Mr. President, I have been a profound admirer of 
yours for a long, long time. 

Mr. President, from my own personal experiences when I was a 
student and a young internationalist in India, from my observations 
in my travels through the Far East and the Middle East, a little over 
a year ago, and from my studies I have come to the firm conclusion 
that the people in the Middle East and southeast Asia do not want 
the status quo, when that status quo means medieval kings and 
feudalism. 

And, Mr. President, I remember the time in 1918 when Woodrow 
Wilson’s speeches were published in India’s newspapers. I know 
how cheered we were by his slogan to “make the world safe for 
democracy.” That was why the United States of America had en- 
tered the First World War on the side of the Allies. And “self-de- 
termination for all peoples.” Then, Mr. President, in the Second 
World War, President Roosevelt’s four freedoms, the Atlantic Char- 
ter, and your pronouncements stressing the need for liberty and free- 
dom throughout the world. 

I know that it had a profound effect. on me and it has had a pro- 
found .effect on hundreds of millions of people all over the world. 
Our standing up for human dignity, freedom, freedom of the press, 
and freedom of thought. 

Now, Mr. President, don’t you think that it is high time now that 
when we give military assistance to underdeveloped areas—I am not 
talking about overall defense strategy of the United States, I mean 
only military assistance to underdeveloped areas—that we do require 
in a small way that the rulers and the dictators of those countries do 
promise that they will give freedom of speech and freedom of the 
press to their people? 

If we don’t we are in a bad way. We shall not be making friends, 

I-would like your comments on that. 

Mr. Truman. That is a great thing to contemplate. I would like 
very much to see all those countries have the same liberties and free- 
doms that we have here at home. : 

For your information, when I was Vice President of the United 
States I sat with a committee from India in the writing of their con- 
stitution and you will find some things in there that guarantee those 
very things that -you are talking about, but the people of the coun- 
tries themselves are the only ones who are responsible for the sort of 
government they have. We can’t go around messing in other people’s 
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business. It would be just as well to return to colonialism if that is 
what you are going to do. 

Chairman Morgan. Mr. McDowell. ! 

Mr. McDowe.t. Thank you, Mr. Chairman. Mr. President, it is 
a rare pleasure to have you here before this committee. 

I hope as the years go on we will have many more opportunities to 
have your advice. 

You successfully inaugurated the first real bipartisanship in our 
foreign policy. You gave it leadership. 

Do you feel this administration has carried on as successfully the 
same effort that you gave to that bipartisanship ? 

Mr. Truman. I would like very much to answer your question. 
When the political campaign starts in 1960 I will answer it but I don’t 
think this is the proper place to do it. Iamsorry. I would like to an- 
swer it but I shouldn't. 

Mr. McDowe tt. Thank you, Mr. President. 

Chairman Morcan. Mr. Meyer. 

Mr. Meyer. Mr. President, being low man on the totem pole, Mr. 
Hays, Mr. Selden, Mr. Pilcher and Mr. Saund more or less asked ques- 
tions that I would have liked to ask, so I will ask you a more general 
question: Do you believe that the emphasis on our mutual security 
program should be basically toward the containment of communism 
or more directly toward a positive program for peace with justice 
and with honor for all nations and all people ? 

Mr. Truman. I think the latter part of your question states the 
case. I think the mutual security program should be used especially 
to improve the living standards and to help the health and welfare 
of the nations although the military aspects of the program are also 
important. 

Mr. Meyer. Thank you, Mr. President. 

Chairman Morean. Mr. Gallagher. 

Mr. GatiacHer. Thank you, Mr. Chairman. 

Mr. President, this morning I would like to correct the record to 
read that my colleague from New York attested the greatness of 
ry S. Truman and I would like to include New Jersey in that 

eeling. 

Mr. Farsstern. Thank you, sir. 

Mr. GatiacHer. Mr. President, having had 6 years to reflect and 
in line with your statement that you never made little plans, that 
we should always make big plans, would you suggest any big plans 
in addition to those that you have already contributed to the world. 
Could you make any suggestion to us now as to how we might better 
keep the world free with any new big plans? 

Mr. Truman. That is another question I will have to answer in 
1960. I am sorry. I just don’t want to make any political cracks 
here on this occasion, because I think this is of vital importance. It 
ought to be entirely bipartisan and we ought to go ahead and try 
to improve it as best we can and see that it works and keep our friends. 
That is what I mean. 

Mr. GauiacHer. Thank you, sir. 

Well, we certainly thank you, sir, for your contribution here this 
morning, Mr. President. 

Mr. Truman. Thank you. 
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Chairman Morean. Mr. Bowles. 

Mr. Bowtes. Mr. President, it is very good to see you here and I 
am sorry I missed the first part of this session. 

I would like your comment on a point that I think is very important 
and I believe you do: In the Marshall plan period, which seems to me 
one of the greater periods in our history, we were able to stop com- 
munism in Europe by creative and constructive means—the military, 
combined with political and economic measures. 

Secretary Marshall at Harvard in June 1947 spelled out the basis for 
a new partnership relationship with Europe. He asked them to put 
together their own programs for their own development and growth. 
He suggested that they then discuss those plans with us. When the 
plans made good sense, we would provide some of the support and 
capital that was required. 

Sut, he underscored the point that this was to be on a partnership 
basis. We weren’t trying to buy anyone. We weren’t trying to 
simply stop communism. We were trying to do something broader, 
more fundamental, and more long-range and creative. 

Mr. Truman. That is correct. _ 

Mr. Bowtes. In the point 4 section of your inaugural speech in 
1949 you repeated this same philosophy. 

Now I am inclined to feel that we have drifted from this philosophy. 
I don’t say this in any partisan sense. I think both parties have 
tended to drift from it. And I would like to get your comments 
on this fundamental question. 

Mr. Truman. I think that point 4 is the basic statement on how 
the thing should be done. It — to be a partnership affair. If 
you give a fellow everything and he doesn’t have to do any work for 
it, it is wasted. Everybody knows that, even in his family. The 
commonsense way to approach it is to do it so that those people will 
understand that they have to help themselves and that we can’t do 
it forever. But we shouldn’t stop in the middle of the job, that is 
my contention. 

Mr. Bow tes. I am very glad you brought this up because I think 
we have drifted over to an assumption that we can sometimes buy 
nations with money, that we can get ourselves out of difficult polit- 
ical predicaments with massive grants of military aid; that we can 
assure ourselves of votes in the United Nations purely by giving 
money. Over the years I don’t think this can work. 

Mr. Truman. I don’t either. I think it ought to be a partnership 
affair and I hoped it was continuing on that basis. 

Mr. Bow tes. This is certainly the way you started the program off. 

Mr. Truman. You have been to India and you know what they 
did over there. 

Chairman Morean. Mr. President, we will start our second round. 

Mr. President, do you feel that military assistance has a definite 
place in this program ? 

Mr: Truman. Of course, you have to have the military assistance. 
If you don’t have the military assistance you can’t do any good with 
the other. 

Chairman Morean. I notice you spell out in your statement that 
you would not be in favor of increasing the Development Loan Fund 
and decreasing military assistance. 

Mr. Truman. That is correct. 
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Chairman Morean. Mr. Chiperfield. 

Mr. Currerrrecp. No questions. 

Chairman Morean. Mr. Carnahan. 

Mr. Carnauan. Mr. President, you said in your statement, “Un- 
fortunately the general public does not know a great deal about this 
program. If they did, you can be sure they would strongly support 
it because of its vital importance to their own safety.” 

Do you feel that the program has been properly interpreted to our 
people and do you have any suggestion for improving the under- 
standing ? 

Mr. Truman. You know truth has to be reiterated. You have to 
repeat the facts and the truth and the good things just as you do 
the bad ones. I am afraid not enough emphasis has been put on that. 

Away back yonder in, I think it was eighteen or nineteen hundred 
years before the birth of Christ, the Hebrews were let out of Egypt. 
For 1,090 years every year they’ had to be told by the prophets what 
had been done to them and even then they forgot it between times. 
They even went so far as to worship a golden calf just as soon as they 
got out. 

We have to keep telling the people exactly what we are trying to 
do and how good it is not only for them but for the peace of the 
whole world. That is what I am interested in and that is what I 
mean when I say that. 

Mr. Carnanan. You feel that just stepping up, so to speak, our 
discussion of the program with the masses of the people would be 
the thing we ought to do? 

Mr. Truman. It would be of tremendous help. It certainly would 
be. You remember the program Dr. Judd was telling about a while 
ago where we went out, when we were trying to get those bills passed 
to start the flight from isolationism. 

We went into the whole Middle West and Northwest. The people 
were hopelessly against what we were trying to do to begin with. 
vin prensenry we got it over. If we keep telling the American 

ae what they ought to hear about their Government and about 
the istory of the world, they will believe you, if they know you are 
telling the truth. 

Mr. Carnanan. And is it possible that we may talk more about the 
mistakes of the program than the accomplishments ? 

Mr. Truman. Well, yes. You shouldn’t overlook the mistakes but 
they are always emphasized. But you ought to make the good parts 
of it known; hit the good parts with just the same emphasis you do 
the mistakes. That is my theory, always. 

Chairman Morean. Mrs. Bolton. 

Mrs. Bouton. Mr. President, it is very delightful to have you agree 
that repetition is the best way to get anything into human conscious- 
ness, 

Thank you very much for making it so strong. 

Mr. Truman. You know, if we didn’t have Sunday schools we 
would soon forget our religion. We have to keep saying it over and 
over and over again. 

Chairman Morean. Mr. Zablocki. 

Mr. Zastocxi. Thank you, Mr. Chairman. 

It is good to see you, Mr. President. 
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I would like to pursue the question asked by Mr. Coffin. I ask the 
question not for political reasons but because of your vast experience 
in both the legislative and executive branches of. our Government. 

Mr. President, when the Executive fails to make decisions of foreign 
policy or is reluctant to lead in foreign affairs, what advice have you 
for rectifying such a situation, other than by a new administration ? 

Mr. Truman. The only way you can do it is to follow out that 
section in the second article of the Constitution and remedy it with 
anelection. That is the only way I know to doit. 

I don’t want to make it appear that I am reflecting in any way on 
anybody. I have the greatest respect in the world for the Presidency 
of the United States and I have never personally attacked any Presi- 
dent and don’t expect to start now. But I have a right to my opinions, 
T have a right to argue political policy with him and I do that outside 
this bipartisan committee which is working on one of the greatest 
programs that I think has ever been in existence. 

Chairman Morean. Mr. Merrow. 

Mr. Mrrrow. Mr. Chairman—Mr. President, I have only the highest 
commendation for the splendid statement you made this morning and 
for the answers that you have given to the various questions. I am 
particularly pleased that in this statement you have spiked the term 
“oiveaway program” and have emphasized that it is a mutual security 
program. Could it not well be called an American aid program ? 

Mr. Truman. Very well indeed. What we have tried to do and 
always have tried to do, is to get those members of the United Nations 
who are our friends and trying to help us to be our partners. We 
don’t want to take all the credit away from them if they try to give 
us some help, which some of them want to do. 

Mr. Merrow. Do you not consider that the American people have 
been sold short on one of the most valuable programs that we have by 
unfounded criticism ? 

Mr. Truman. That is absolutely true and that is what you have to 
offset. That is the reason I say to emphasize the good things as well as 
the mistakes. The people who are against it will pick up all the 
mistakes and then you can correct them. 

Chairman Morean. Mr. Burleson. 

Mr. Burtrson. Thank you, Mr. Chairman. 

My respects, Mr. President. 

Mr. Truman. Thank you. 

Mr. Burteson. Mr. President, it has seemed unfortunate in the past 
and perhaps it will become more so in the future, that some people 
are identified as internationalists and isolationists because of their 
attitude on foreign aid. Each has taken on the connotation of 
something a little bit bad. 

You did not mean to say in response to the question of Mr. Farbstein, 
that if we disagree as to parts of this program one might be taking 
on the whole isolation stamp, would you? 

Mr. Truman. No, we express our own opinions. If some of us 
don’t like a thing we ought to be able to say something about it, with- 
out being labeled an isolationist or internationalist. It is just like 
the Russians when they talk about democracy. They are talking about 
something entirely different and they debauched it just like the terms 
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isolationism and internationalism are debauched when they are used 
to restrict debate of the issues. 

Chairman Morgan. Dr. Judd. 

Mr. Jupp. Mr. President, you properly stressed the necessity for full 
faith and full cooperation, on the part of both the Executive and the 
Congress, in all these foreign policy matters. 

You have also said we ought to emphasize the good things. 

How lucky you were that you had the 80th Congress as your con- 
gressional partner when you proposed your foreign policy. 

Mr. Truman. I am hopelessly in their debt, but they didn’t know it. 

Mr. Jupp. In those days we didn’t emphasize the good things as 
we should have but it is worth putting in the record, that it was the 
80th Congress that supported you by enacting the legislation for the 
Greek-Turkey program and for the Marshall plan and for the Voice 
of America and for the student and exchange-of-persons programs 
and that set up a technical assistance program that worked very suc- 
cessfully even before you proposed point 4. I am exceedingly proud 
of the record of success of the basic foreign policies that continue to 
this day, established under your administration with the full support 
of that terrible 80th Congress. 

Mr. Truman. I sold that terrible 80th Congress a bill of goods on 
foregn affairs and I told the leaders of the 80th Congress who 
understood what I was trying to do, and that is the reason we got it 
done. I never fussed with them on foreign policy; I never put that in 
politics but I fussed about the things they didn’t do domestically and 
I beat them at it. 

Mr. Jupp. I hope that this year and next year you will work on the 
present Congress which is controlled by the opposite party from the 
administration—a split Government again—so that it will cooperate 
as well with the Executive of today as the 80th Congress cooperated 
with you. 

Mr. Truman. I have always been in favor of that. You don’t have 


~ tosell me on that. 


Chairman Morean. Mrs. Kelly. 

Mrs. Kerry. Thank you, Mr. Chairman. 

Mr. President, if we give aid to a country under Communist con- 
trol, or behind the Iron Curtain, are we not relieving that Commu- 
nist government of defending the failure of the Communist economic 
theory ? 

Mr. Truman. I can’t answer that question, but I think our demon- 
stration in Berlin is causing a terrible pain to the man in the Kremlin, 
Mr. Khrushchev, or whatever his name is. 

Mrs. Ketiy. Mr. President, I refer to the Communist governments 
of Poland and Yugoslavia, where by failure of their economic theory, 
the failure of Communist economic theory is well known. 

Mr. Truman. Well, both of those countries have been free coun- 
tries and they don’t like the Communist economic theory. We are 
trying to dig it out of them so that when the time comes they will 
be with us and be on the free side. You have to help them a little to 
get them to do that. That is all we are interested in. 

Chairman Morean. Mr. Fulton. 

Mr. Futtron. You are making a very good witness, Mr. President. 
We are enjoying it thoroughly. It has en very productive. 
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I know on page 4 of your statement that you refer to the 10th 
chapter of St. Luke, which refers to the good Samaritan, as I recall. 
The start of it, the Lord sent out 70, 2 by 2, in the cities that he was 
to come to, and the first thing they were to do when they came to 
any house was to say, “Peace be to this house.” 

Mr. Truman. That is right. 

Mr. Furron. Now, one of my criticisms of this program is that it 
does not emphasize peace and the Russians have sort of stolen that 
word from us. 

Mr. Truman. And we don’t emphasize it. 

Mr. Furron. I think there should be something about peace and 
progress emphasized but I might say to you this: Those people in 
the Bible carried neither purse, nor bag, nor scrip, nor shoes, and 
were not to salute any man on the way. In this case the purse would 
be the dollar aid, the scrip would be the counterpart funds, the shoes 
would be the point 4, and the agricultural program and the military 
fly everywhere and salute no man on the way. That would eliminate 
our military program, wouldn’t it ? 

Mr. Truman. You’ve got something there. 

Mr. Futron. That does bring up the point and my question is this: 
Shouldn’t this program be in Seendas concept than merely based as 
a program against communism. I am one of those people, as I believe 
you are, who want to see the world develop and progress and become 
something that we all can be proud of. We know it will take time. 

Last year I believe you had made a suggestion along the lines I am 
speaking of, which is in a different context. It is in the context of 
trying to find the fields where we can get along with the Russian 
people and the people behind the Iron Curtain. So I would like to 
change our context for a minute and speak of that. 

You had, I believe, suggested there be a joint agency set up in the 
scientific field where we could cooperate with the Russians on the 
investigations of science and broaden the field of cooperation and have 
a two-way approach. Not just an approach against them with a 
mutual aid program and a mutual security program, but also on the 
other point of a program of broadening the field of cooperation. 

Would you comment on that? 

Mr. Truman. Oh, yes. I think there is good common sense in that. 
I want to say to you that I think when the Russians become fairly 
well educated and can understand what liberty means—and they have 
never had it, not from the time of the first ezar until now—then they 
will do just what the French did after King Louis the 14th. They 
will come to life and themselves overcome this thing, if they think 
they can have some cooperation from the outside. Now, that is my 
opinion. I think these birds are scared to death of a great yellow 
dragon on the east side of them. That is what is causing them to 
dance a jig and they are also afraid of these countries they have taken 
behind the Iron Curtain by force. I think the thing eventually will 
work out. One of our main troubles is we want to get it done day 
after tomorrow and you can’t do these things day after tomorrow. 
It takes time. How long did it take to get Christianity started in this 
world? It took over a thousand years and then they started to kill 
each other before they did it. 








iiAR’ mien 


tPA Pilar oo 






rei 


WTO 





1696 MUTUAL SECURITY ACT, 1959 


Mr. Fuuron. Thank you for your friendly and interesting com- 
ments. 

Chairman Morean. Mr. Hays. 

Mr. Hays. Mr. President, I wouldn’t want to be presumptious and 
give you any advice. 

Mr. Truman. I am glad to have it. I have had more advice than 
any man alive. 

Mr. Hays. I do think I can give you some information. You have 
been out of town a good bit in the last few years. You talked about 
the people coming in and advising and congressional committees 
coming in and advising and that was something that you welcomed ; 
I know you did, because I was down there several times myself telling 
you about things I had seen around the world. 

Now, I am not one to minimize my own difficulties but I think I 
will have far less trouble getting into Heaven than I, or a delegation 
— this committee, would have in getting into the White House 
today. 

So in view of that, I think you pretty much made it clear that we, 
after sitting here for nearly 3 months and listening to testimony from 
all the people in all the segments of this program, that we of this 
committee will have to decide where to apply these funds and in what 
areas for the good of the United States and the world. 

Mr. Truman. Of course, that is correct. That is your duty and I 
know you are going to do just that. 

Chairman Morgan. Mrs. Church. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Mr. President, I think you have contributed a great deal this morn- 
ing in showing us how much can be said in a few words, but I find 
two parts of your answers not purposely contradictory but needing, 
I think, a little bit more elucidation. 

You said, and I think rightly so as a reminder to us, that, para- 
phrasing, “Rome was not built in a day.” There was a long, continu- 
ing effort. I think most of us would agree with that, but somewhere 
along the line I thought I heard you say we can’t keep on doing this 
forever. 

I was wondering how you can reconcile the statements and also how 
you could possibly point out some way where eventually an end could 
safely be reached. 

Mr. Truman. Maybe I should have made the statement that even- 
tually it will be successful and we won’t have to do it forever. That 
would have been a better approach, I think. We have to keep it up 
now, undoubtedly. 

And then the judgment of these great committees will inform us 
when they think we have come to the point where the whole world is 
free and there is no danger. That is what I wanted to emphasize. 
And I want to apologize to you a while ago for what I said. I didn’t 
understand the word at all. 

Mrs. Cuurcn. Mr. President, you never have to apologize to me. 

If I might just follow through on the same thought, do you have 
a feeling that one eventual way, not out, but gradually eliminating 
some of our own responsibility, might be through more successful 
cooperation with some of the regional groups set up for self-help? 

Mr. Truman. Yes, I think that would be very helpful and a very 
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strong approach and wholehearted cooperation with the United Na- 
tions would also be a help. 

That is our greatest , wean that we can educate the people of the 
world by having this United Nations headquarters right here in this 
free country and eventually, as I said a while ago, the people them- 
selves will wake up to what it means to have a government that is 
there for their benefit and welfare and not for their exploitation. 
That is the difference between the two systems. 

Chairman Morean. Mr. Selden. 

Mr. Sevpen. Thank you, Mr. Chairman. 

Mr. President, along the line of Mrs. Church’s questioning, on the 
possibility of an end to this program, do you feel that the free world 
is making progress in the right direction or do you feel that we have 
lost ground in the past few years ? 

Mr. Truman. I was born an optimist, I think, and I am always 
looking ahead. I think that the general improvement continues to 
goon. We can’t let it stop. We can’t lay down on it because maybe 
some fellow did something wrong some place that he shouldn’t have. 
I do believe, over the whole period there is a decided improvement in 
the- free world and I want to keep it up. That is the reason I am 
going around trying to tell these youngsters what they have and 
what they have to do to keep it. 

You know a fellow who has lived in the White House for a while 
can’t do very many things without exploiting the greatest office in 
the history of the world. My position is to get the coming genera- 
tions to understand what we have and what we are trying to do and 
to a ig it going and that ought to be done in every country in the 
world. 

I have seen foreign student classes nearly every week out there in 
that library of mine—it isn’t mine, it belongs to you; it is an archives 
building for the U.S. Government—and you would be surprised at 
the tremendous interest of those young people in our form of govern- 
ment and how it works. That is where I believe that there is an 
improvement over the whole space of things. There are some places 
that are not so good, but they are not all bad by any means. We can 
remedy the bad ones if we go at the bad and that is what you must do. 

Mr. Sevpen. Thank you, Mr. President. 

Chairman Morean. Mr. Bentley. 

Mr. Bentiey. Mr. President, several of the public witnesses who 
have appeared before this committee during the hearings on this pro- 
gram have urged, with respect to the economic part of the program, 
that a great deal more of the economic assistance be channeled 
through the United Nations or through some agency of the United 
Nations rather than using the present bilateral approach. 

Do you feel we eal put more emphasis on the multilateral ap- 
proach for economic assistance and minimize the country-to-country 
basis upon which we are working now, or should we continue the 
present program ? ; 

Mr. Truman. I think the present program will have to be con- 
tinued until the financial condition of other countries is such that 
they can be partners of ours and then it ought to be a cooperative 
proposition with all the countries we can get into it. We have had 
that on several occasions for military affairs, and it can be done for 
economic affairs just as well when the time is ripe. 
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I don’t know whether it is or not because I don’t have the source of 
information to know. 

Chairman Morgan. Mr. Pilcher. 

Mr. Prcuer. No further questions, Mr. Chairman. 

Chairman Morean. Mr. Curtis. 

Mr. Curtis. No questions, Mr. Chairman. 

Chairman Moraan. Mr. O'Hara. 

Mr. O’Hara. Mr. President, I again am directing my questions to 
your suggestion that we should improve or seek to eo the ad- 
ministration of the program rather than to destroy it. I don’t. know 
whether you would care to express yourself on this or not, Mr. Presi- 
dent, but when I was in Africa, I found great concern among the 
Africans that I talked to that there were so few of the Negro race in 
the State Department and in the administration of the program of 
ICA and in other instrumentalities of the Government. 

Do you think that we could help our position in the world climate 
by increasing the number of Americans of the Negro race in the State 
Department and in ICA and in the other instrumentalities having to 
do with this program ? 

Mr. Truman. Every American who has capability should be used 
to the fullest extent, w vhere the conditions prevail that you talk about, 
and I think they are to a great extent doing just. that. One of the 
smartest of the Assistant Secretaries of State, he is with the United 
Nations now, and he was then—yes, he was with the United Nations 
at that time—one of the ablest men we had was a Negro, and he did 
a whale of a good job. And there was another one who was Gov- 
ernor of the Virgin Islands who is now on the Federal court in 
Philadelphia, the court of appeals. 

There are plenty of those people, if they have the opportunity, who 
can be of tremendous help in our foreign policy. ‘That is one of the 
reasons that I am so interested in having the people understand that 
the whole world is made up of men who are made out of the same 
piece of cloth no matter what the color of their skins are. 

Chairman Morean. Mr. Fountain. 

Mr. Founratn. Mr. President, I don’t have another question but 
when you appeared before the Subcommittee on International Opera- 
tions headed by Mr. Carnahan in Kansas City several years ago, I 
made a statement which you then said should be made only after a 
man has departed from this life. However, I should like to repeat 
that statement today : 

[ sincerely believe that, in spite of differences of opinion, some- 
times very severe, which arose during the course of your administra- 
tion, when the history of your administration is properly written, 
it will record you as one of our truly great American Presidents. 

Thank you, Mr. Chairman. 

Mr. Truman. You compliment me too highly. As I told you, 
those statements ought to a made 50 years after I am dead because 
I am still a politician. 

Chairman Morean. Mr. Fascell. 

Mr. Fascett. Thank you, Mr. Chairman. 

Mr. President, do you recommend a continuing authorization for 
this entire program ? 
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Mr. Truman. I think it ought to be a long-range program. The 
Marshall plan was a 4-year program and I got all the leaders—I got 
the chairman and the loader: of the minority of every committee in 
the Congress in the Cabinet room down the street here and explained 
to them that there was no use starting the rehabilitation plan con- 
templated under the Marshall plan unless it was a 4-year plan. Of 
course, the appropriations had to be made every year. I explained 
to them it would cost about $1714 billion, and the Congress went along 
with it all the way through. It didn’t make any difference what the 
composition of the Congress was. Even the 80th Congress went 
along on that. 

Chairman Morean. Mr. Coffin. 

Mr. Corrin. Following up on that, Mr. President, the Marshall 
plan was a 4-year program having a specific goal, with an authoriza- 
tion for the full amount, with appropriations every year. 

Now, we face the problem of a much longer range job and with 
specific reference to the Development Loan Fund, do you think we 
can do it with a continuing authorization or with borrowing authority 
in the Development Loan Fund so that you don’t have to have appro- 
priations every year, and if that is the technique that you believe in, 
how do we sell Congress on that ? 

Mr. Truman. I think Congress ought to have its finger on any pro- 
gram of this sort especially when it is outside the country. But the 
continuing authorization would not prevent that because you can 
repeal that authorization whenever you get ready. But if you have 
a program where people can look forward to its being carried out, 
you will get much ei results and it will be much more economical. 

I know that is true because the money that was spent while I was 
in the Presidency on the Marshall plan was about $13 billion, which 
is $4 billion less than anticipated. 

Chairman Morean. Mr. Farbstein. 

Mr. Farsstretn. No further questions. 

Chairman Morean. Judge Saund. 

Mr. Saunp. Mr. President, I read in your statement that you don’t 
believe in cutting any part of the military assistance program. I 
want to be a realist. The President has asked for $3.9 billion. I 
don’t see any chance of Congress granting more than $3.9 billion. 

Now, looking at the figures before us, just roughly we are asked to 
approve 25 percent of the total of $3.9 billion; almost $1 billion in 
military aid and defense support to three countries in southeast Asia, 
whose total population is less than 60 million. 

In other words, 2 percent of the population of the world is sup- 
posed to receive 25 percent of the total of the so-called foreign-aid 
program. 

Now, Mr. President, I am going to be influenced very much by your 
judgment. If you haven’t looked at these figures, I want to ask the 
same question that my good friend Wayne has asked: Do you believe 
that after listening to the testimony we should use our judgment and, 
if necessary, try to shift the different items in the proposed program ? 

Mr. Truman. That is a matter on which the Congress of the United 
States has to make up its mind after all the information is in. TI am 
giving you my opinion on the subject and I hope you will weigh it, 
but it is up to you to decide what is best for the world and what is 
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best for the countries we are trying to help and the best for the 
United States. 

I think they ought to have more money and I said so. 

Mr. Saunp. I want to get one more point clear, Mr. President. 
You made the statement generally that we are not going to interfere 
in governments of other peoples, that is their business. That is quite 
true. And also you oy the words, “We should make our partner- 
ship clear.” 

I know when I was making speeches in this country for over 20 
years, for India’s plemeedaven. never spoke to an audience where 
the American people did not sympathize with the right of the people 
to be free in spite of the fact that England was our closest ally. I 
don’t think that the Americans’ sympathy with people fighting for 
freedom and being allies of England were ‘abs ag 

You don’t mean to say that when we give military aid in 
hundreds of millions and billions to any governments, it is not our 
business to find out whether the people ruled by those dictators or 
kings have a chance to enjoy Cee mt of speech and freedom of the 
press. 

Mr. Truman. I meant for it to stand just the way I said it. I 
have nothing to add to it. 

Chairman Morean. Mr. Beckworth. 

Mr. Becxwortu. I am sorry I didn’t get to hear your statement, 
Mr. President. I had to appear before a Senate committee and that 
is the reason. 

You may have answered this and I am referring to that portion of 
mutual aid known as economic aid. 

Do you regard the economic aid as equally important with the 
defense dollar, less important, or more important than the defense 
dollar in our defense budget ? 

Mr. Truman. They are equally important. I think in the long 
run economic aid will be more important. 

Mr. Becxwortu. That is all. 

Chairman Morean. Mr. McDowell. 

Mr. McDowe tt. Mr. President, thinking again in terms of how 
this program could be improved, do you feel that there is any way 
that it could be better coordinated, the mutual security program 
could be better coordinated with our international trade policy ? 

Mr. Truman. I think they go together. There isn’t any question 
about that. 

Mr. McDowe tt. Thank you, Mr. President. 

Chairman Morcan. Mr. Meyer. 

Mr. Meyer. Mr. President, we continuously hear about bipartisan 
foreign policy when we are discussing issues. 

Do you think it might possibly be better to think in terms of non- 
partisan foreign policy in which at first the differing viewpoints are 
expressed as a loyal opposition, also on a nonpartisan basis, before the 
policies are firmly decided, and then later they are backed by all on 
the bipartisan basis ? 

Mr. Truman. That is the proper course. That is what you are 
trying to do right now. At least I think that is what you are trying 
to do. 

Mr. Meyer. Thank you, Mr. President. 
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Chairman Morean. Mr. Gallagher. 

Mr. GALLAGHER. Mr. President, not that I think you have ever neg- 
lected the point, but if you need any additional time on the 80th 
Congress question, I yield to you at this point. 

Mr. Truman. Let’s not get into political discussions. 

Chairman Morgan. Mr. Bowles. 

Mr. Bow tes. I have no further questions, Mr. President. I would 
like to join Mr. Judd, however, in his tribute to the 80th Congress. 
It was unique in many ways. If it had not been for the international 
understandings of this Congress under the leadership of Mr. Van- 
denberg, and Mr. Judd himself, and Chris Herter, we would not have 
been able to go ahead with the bold and creative program which you 
had proposed in Europe. 

On the other hand, if it had not been for its domestic shortcom- 
ings on inflation, housing, schools, and other questions, we might not 
have had you for President for a second term. Therefore we are 
doubly in their debt. 

Mr. Truman. Mr. Chairman, is it all right now for me to thank you 
and be excused ? 

Chairman Morean. Thank you, Mr. President. We certainly ap- 
preciate your appearance before the committee. 

| The members arose and applauded. | 

Mr. Truman. Please sitdown. Please sit down. 

I just wanted to say, Mr. Chairman, to the committee, that I am 
highly pleased with the courtesies which have been extended to me 
and although I will admit that some of you ladies and gentlemen have 
too highly complimented me, it sounds mighty nice, and I appreciate 
it most highly. 

[The members applauded. ] 

(Whereupon, at 11:20 a.m., the committee adjourned, to reconvene 
at 2:30 p.m., the same day, in executive session.) 


AFTERNOON SESSION 


The committee reconvened in executive session at 2:30 p.m., in room 
G-3, U.S. Capitol, Hon. Thomas E. Morgan (chairman) presiding. 

Chairman Morean. The committee will come to order. 

We meet in executive session on the extension of the Mutual Secu- 
rity Act for fiscal year 1960 and we have a distinguished witness 
thisafternoon. The witness has appeared before this committee many 
times in the capacity of Chairman of the Joint Chiefs of Staff. Ad- 
miral Radford was appointed by the President to the Draper Com- 
mittee and has served with distinction as a member of that Committee. 

We will hear the testimony of the witness and then proceed with 
questioning. 

Admiral, you may proceed. 


STATEMENT OF ADM. ARTHUR W. RADFORD, USN (RETIRED), 
MEMBER, PRESIDENT’S COMMITTEE TO STUDY THE US. MILI- 
TARY ASSISTANCE PROGRAM 


Admiral Raprorp. Mr. Chairman and members of the committee, 
it is a privilege and a pleasure to appear before your committee in 
support of the proposed Mutual Security Act of 1959. 
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‘ iAR ‘mira 





TIM al h 


MTV BUSY 


- 


1702 MUTUAL SECURITY ACT, 1959 


I appeared before the Committee on Foreign Affairs a number of 
times prior to my retirement from active military service, and on 
those occasions discussed various aspects of our foreign policy and 
related military implications. 

I found it always to be an interesting and refreshing experience. 
My last appearance before your committee also was in connection 
with our mutual security program. That was in June of 1957. At 
that time I testified as Chairman of the Joint Chiefs of Staff. 

Today I am testifying as a private citizen serving at the request of 
the President on his Committee To Study the U.S. Military Assistance 
Program. 

That committee, as you know, for the past several months has been 
engaged in an independent, objective, and bipartisan analysis of the 
military assistance program and necessarily of the several economic 
assistance programs. 

I know that you have discussed our committee’s work with our able 
chairman, the Honorable William H. Draper, Jr., and that he has 
presented to you the unanimous conclusions of the committee and 
considerable information about its procedures in arriving at those 
conclusions. And I mean the interim report the committee pre- 
sented at the end of March. 

I propose to avoid repeating what Mr. Draper has presented to 
your committee. 

I am in agreement with the views that he has presented, and I 
would like to lend whatever support to those views that I can. To 
that. end, I will highlight several aspects of the military assistance 
program, hopeful that this will be of help to your committee. 

Some 10 to 12 years ago the United States became faced with the 
stark reality of the Communist objectives of worldwide domination, 
and with the Communists’ willingness to use military power to 
achieve those objectives. 

At that time we chose to assist in maintaining the freedom of all 
countries in the world which had the desire to remain free. And 
we made that choice a basic facet of our foreign policy. We recog- 
nized our own need for allies. We recognized our allies’ need for 
us. 

We recognize further that only through a mutuality of effort 
could the free world be prepared to meet adequately the threat of 
Communist aggression—and at that same time avoid the risk of a 
shattered economy within a U.S. standing fully mobilized and wait- 
ing on its own shorelines. 

The success of this course of action depended to a large degree upon 
the strength of our allies. Our allies’ strength in turn relied in 
great. measure upon the military assistance we could provide. 

Thus, a vital part of this basic facet of our foreign poliey has been 
to provide military assistance to those free world nations faced with 
the threat of Communist domination either from within or from with- 
out their borders. 

It seems reasonable to assume that U.S. foreign policy supported by 
our military assistance program and combined with the umbrella of 
American military power has played a dominant part in putting the 
brakes on Communist expansion. 
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I think it is not necessary for me to expand upon the importance of 
military assistance as an Instrument of our present foreign policy. 
I would like to comment, however, upon what I consider to Be one 
of the most important aspects of our military assistance program— 
its relation to the U.S. military posture and its bearing upon that 
posture. 

The military assistance program is an adjunct to our own Armed 
Forces. In fact, it is an extension of our own Armed Forces. And 
it should be considered to be just that in all of our national thinking. 

There is no doubt that U.S. military forces would have to be ex- 
panded at greatly increased cost were it not for the military forces of 
other free world nations supported by our military assistance program. 
And I would say emphatically that if those other military forces 
were not available we would have to revise radically not only our 
entire military program but also our present strategic concept. 

Consider the many countries around the periphery of the Commu- 
nist bloc, particularly those which are in direct contact with the Com- 
munist military threat and thus more directly vulnerable. Unless we 
propose to abandon these nations, we must help support their military 
forces or be prepared to add forces of our own. 

The impossibility of substituting our own forces is apparent im- 
mediately when you consider the magnitude of the friendly military 
forces—more than 5 million men—that we support directly or indi- 
rectly through the military assistance program. 

The United States alone simply does not have available the forces 
necessary to match the Communist bloc in manpower at every point 
of possible aggression around the world. Nor could the United 
States alone afford to maintain such forces on active duty for an 
indefinite period. 

Our committee, the Draper committee, during its study has been 
impressed continually by the fact that nothing has changed over the 
past 5 years to indicate any lessening of the military threat posed to 
the free world by the Communist bloc. 

On the contrary, the Communist military threat actually has in- 
creased. This increase is due to the shrinkage of the world in time 
and space, a shrinkage brought about by advancements in technology. 
It is due to improvements in weapons and in weapons systems avail- 
able to the Communist bloc. And it is due to the Communist bloc’s 
expansion and improvement of its own military forces. 

Considering this, there is no valid basis which would warrant any 
curtailment in our military assistance program. In fact, Mr. Draper 
pointed out to your committee that our study found that the present 
military assistance program and the programs proposed for 1960 
have slipped somewhat below the actual requirements. 

The slippage, gentlemen, is at the very time that the Communist 
military threat has increased. And it is at the very time that the 
Communist bloc, these past few years, has launched its own economic 
offensive against the free world. 

The economic offensive means that the Communist bloc was able 
to maintain and increase its military threat and at the same time de- 
velop and expand its collective economy to become able to make sub- 
stantial economic assistance available to nations outside its orbit. 

This in no way involves any lessening of the military threat. 
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It represents a relatively sudden increase in what had been a fairly 
limited capability of the Communist bloc to extend economic assist- 
ance. Thus we are faced, in effect, with the serious added problem 
of a Communist economic offensive. 

Our committee believes that this and other factors mean that the 
proposed budget for fiscal year 1960 for economic assistance is the 
minimum required and that, by fiscal year 1961, loans for economic 
development will probably be needed at a rate of at least $1 billion 
a year. 

But increased economic assistance cannot and should not be accom- 
plished at the expense of the military assistance program. 

In my view we cannot afford to scale back our military assistance 
program to any substantial extent, at least in the foreseeable future. 
The only alternative to continuation of the military assistance pro- 
gram that I can see is one based upon a political-military withdrawal 
to what is referred to as “Fortress America.” I am sure that this 
proposal has been examined many times in the deliberations of your 
committee. 

In my opinion, such a political-military withdrawal could lead only 
to chaos and catastrophe for the free world. I outlined my views 
on such a withdrawal in my last appearance before your committee, 
and I outlined them this way: 

I said I am convinced that adoption of any such policy would lead 
inevitably to the surrender of most of our allies and to the isolation of 
the Western Hemisphere, surrounded by the vastly increased strength 
of the Communist bloc. Further, I am sure that the United States, 
as we know it, cannot long exist in a Communist-dominated world. 

I should say that the execution of the military assistance program 
by the Military Establishment is a task which requires a great deal 
of hard work. Itisatask that has no glamour. 

I would be the first to hope that we could get out of the military 
assistance business at an early date, and would like to believe that this 
is possible. Unfortunately, I see no hope at the present time of any 
such possibility. 

Military assistance is much too vital a part of our overall efforts 
to sustain the free world against the threat of Communist domina- 
tion. I can perceive no realistic alternative or substitute. 

The scope and level of our military assistance program is of vital 
importance in any consideration of the program. At this point, the 
initial round of military assistance to those countries participating 
in the program has been just about completed. 

Now the problem becomes essentially one of continual modification, 
one of continual modernization of these forces to keep them abreast 
with the development of military art. This is becoming increasingly 
costly, unfortunately. 

In summary, Mr. Chairman and members of the committee, I be- 
lieve that the Communist military threat to the free world is greater 
today than ever. I believe that the Communist economic threat and 
its capabilities are expanding. 

I believe that nothing has changed within the past 5 years which 
would permit the U.S. military assistance program to be reduced. 
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I believe that more funds should be provided to military assistance 
for fiscal year 1960, rather than fewer funds. 

I believe that the economic assistance request for fiscal year 1960 
is the minimum needed. I believe that greater assistance probably 
will be required in the future. 

I believe that the assistance programs should be put on a long-range 
basis. And I believe that both programs, the military and the eco- 
nomic, are essential to our national security. 

Chairman Morean. Thank you, Admiral Radford. 

(Whereupon, after proceeding further in executive session, at 5:10 


p.m. the committee adjourned, to reconvene at 10:30 a.m., Wednesday, 
May 6, 1959.) 
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WEDNESDAY, MAY 6, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFAIRS, 
Washington, D.C. 


The committee met at 10:45 a.m., in room G-3, U.S. Capitol, Hon. 
Thomas E. Morgan (chairman) presiding. 

Chairman Morcan. The committee will come to order. 

We meet in executive session this morning on the extension of mu- 
tual security for the fiscal year 1960. 

We are honored again this morning as we were last year during the 
hearings to have before us the Honorable Porter Hardy, Jr., Member 
of Congress from the State of Virginia, chairman of the Subcom- 
mittee on Foreign Operations and Monetary Affairs of the Commit- 
tee on Government Operations. 

Mr. Hardy is accompanied by a new Member of Congress from the 
State of Connecticut, Mr. John Monagan, and also Congressman 
Robert P. Griffin of Michigan. 

Mr. Hardy last year I think helped this committee a great deal 
with the testimony presented by his committee and if you will re- 
member he offered a significant amendment which was adopted on 
the floor. We couldn’t hold it in conference but we did come out 
with sort of a relative of the Hardy amendment. Even though it 
was modified, it is still having its weight felt downtown. 

Without any further ado, Mr. Hardy, you may proceed. 


STATEMENT OF HON. PORTER HARDY, JR., A REPRESENTATIVE IN 
CONGRESS FROM THE STAE OF VIRGINIA, AND CHAIRMAN OF 
SUBCOMMITTEE ON FOREIGN OPERATIONS AND MONETARY 
AFFAIRS OF THE COMMITTEE ON GOVERNMENT OPERATIONS 


Mr. Harpy. Let me first of all express my appreciation for the 
privilege of coming and visiting with your committee. I am sorry 
there aren’t more members of my subcommittee here. 

Mrs. Kee was unable to be here this morning, and Mr. Reuss will 
not be able to come. I had expected to have Mr. Griffin and Mr. 
Meader, two Republicans, with me today. Mr. Meader had to return 
to Michigan with regard to the St. Lawrence Seaway. I believe Mr. 
Griffin will be here shortly. 

Mr. Chairman, before beginning the remarks that I have rather 
loosely drawn together as 1s basis or discussing with your committee 
the subject of our inquiries, I think I should call attention to the fact 
that some of the items we shall discuss are highly classified ; some of 
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them will even get into the top secret bracket, so that your record may 
clearly show that. 

Mr. Chairman, I wish that in the course of our duties these com- 
mittees might work even closer together than this. It would be a 
great. privilege and pleasure for our subcommittee if you or other 
members of your committee would sometimes sit in as we are conduct- 
ing hearings on matters with which we are both concerned. 

In the interests of clarity, I will read some of the statement which 
I have prepared. I probably won't stick to it very closely. 

As you know, my subcommittee has a post-audit jurisdiction. Con- 
sequently we can examine only expenditures under the foreign aid 
program after they have occurred. Frequently, as our reports show, 
we have found unjustified and improper expenditures and, quite 
often, substantial waste. 

The International Cooperation Administration and the ‘Depart- 
ment of State are usually—I might say almost always—reluctant. to 
admit any errors in administration. I think they have shown some 
improvement in that regard lately. In those cases, and there are 
many, where the facts cannot be denied, it seems to be almost a stand- 
ard response that the criticisms are directed to matters which are 
ancient history and that everything in the particular program or coun- 
try criticized has been miraculously improved in the interim and is 
now without fault. 

Our subcommittee has just completed a study of the foreign aid 
program in Laos and I suspect that there will be attempts to slough 
off our criticisms in this same fashion and say everything is sweetness 
and light over there now. 

I want to put a few facts on the record. 

The U.S. aid program in Laos began in January of 1955, concur- 
rently with the assumption by that country of full independence. We 
have examined that aid program in painstaking detail from its incep- 
tion to the budget presentation for this year. Now, I don’t know how 
any study or inquiry can be any more up to date than that. 

T would like to make another point too: The criticisms that we 
would make of the program in Laos today are almost identical in gen- 
eral substance with the criticisms we made of the foreign aid program 
in Iran 2 years ago. In the interim, we have conducted further in- 
quiries on the foreign aid program, held hearings, issued several addi- 
tional reports and visited a dozen of the countries receiving foreign 
aid. In each instance we have found these recurring deficiencies, and 
Ihave enumerated some of them. 

(1) A lack of adequate advance planning on country programs and 
specific projects. 

(2) Defective standards and procedures for the award and admin- 
istration of contracts. 

(3) Indifference to conflicts of interest of ICA employees, and we 
have shown that this can actually lead to fraud and corruption. This 
hearing in Laos particularly pointed that out. 

(4) Lack of adequate control over expenditures in both dollars and 
local currency. 

(* Inadequate end use checking. 
6) Excessive use of cash grants for the provision of aid dollars. 


(7) Inadequate controls over commodity import programs. 
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(8) Poor coordination among departments, between field missions 
and Washington, and among various ICA divisions in Washington. 

Mr. Chairman, there are one or two of those that relate particularly 
to Laos, but most of those same deficiencies have been evidenced in 
practically every country that our inquiry has extended to. _ 

There are two more points on this list that I consider so important 
that I want to expand on them a little. 

First is the failure of the agency to take prompt action based upon 
factually supported criticisms. Not only is there a tendency to shrug 
off criticisms made by committees or Members of the neve. ape or those 
made by the General Accounting Office in their periodic audits, the 
agency is even reluctant to give fair consideration to criticisms made 
by their own people whose jobs entail the specific function of evalua- 
tion. That is one of the things that has cropped up in this Laos in- 
quiry we have made. Agency personnel have been critical of ICA 
performance and ICA has ignored the criticism. 

In fact, we have had reason to believe, on more than one occasion, 
that individual employees have been removed from the agency because 
they ventured to voice criticisms of agency operations, and we prob- 
ably will make some specific statements in connection with that in our 
report on this Laos program. 

I think when Mr. Saccio was before this committee in March of 
this year he may have left with this committee a false impression as 
to the dispatch with which ICA acts in investigating and correcting 
charges of deficiencies in the program. I am sorry Mr. Zablocki is 
not here because he raised some questions with Mr. Saccio. 

Let me read a few words from that exchange in your printed hear- 
ings. This is on page 273 of your hearings, part 1, for 1959: 

Mr. ZasLockri. One more question if I may. 

You have seen the Associated Press article in this morning’s paper where a 
former ICA officer in Laos was accused of certain things. Was ICA aware of 
these charges? 

Mr. Saccro. We were aware of the charges and we were investigating them. 
We investigated the Universal Construction Co. We had an auditor out there 
this past summer. He got back in October and before the ink was dry a cable 
went out stopping all payments to the company. 

Mr. ZasLtockr. Was there any good reason ICA had for not bringing this 
matter to the attention of the Foreign Affairs subcommittee during the review 
of the mutual security program hearings held last winter? Why didn’t you 
advise the subcommittee of the matter? 

Mr. Saccro. These were charges and accusations. Presumably we could have 
told you about our investigation in this case and any number of cases. 

Mr. ZABLOcCKI. Don’t you believe that would strengthen our confidence in the 
ICA, if you had confided to us rather than to have some other subcommittee of 
Congress ferret this thing out by investigation? It makes our hearings on review 
look as if we were just pussyfooting. 

Mr. Saccro. Well, I think the relationship of our agency with your committee 
is close, but should be closer on all of these things that we have to face in the 
administration of the program and perhaps we made a mistake in not advising 
you that this was a case that we were investigating. 

Mr. Zan.ockr. Is it the policy of ICA not to tell anything that you can avoid 
telling to a committee of the House of Representatives? 

Mr. Saccro. As a matter of fact, there haven’t been any final findings in any 
of these cases. I mean in this case before that subcommittee a former ICA 
person admitted that he had accepted gifts. We did not have that information. 
We had been investigating and have not succeeded in getting evidence that this 
man had accepted gifts. The subcommittee had. But we haven’t come to any 
conclusion that there had been any malfeasance or wrongdoing at any point in 
the past. 


Now, that is the end of the quotation. 
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Let me give you a few facts about what our hearings have developed. 

More than 2 years ago some of ICA’s own personnel in the mission 
in Laos recognized and made a matter of record the substance of 
these charges of wrongdoing and corruption. These same charges. 
Nearly 2 years ago. Shortly thereafter, similar charges were made 
and documented extensively by an end-use auditor that ICA sent 
out there. There is testimony concerning an attempt by the mission 
and the Embassy to prevent submission of this information to Wash- 
ington, and this employee was removed. 

Finally in December of 1957—now, these are the same charges Mr. 
Saccio was testifying about before this committee. Finally, in De- 
cember 1957, the Agency’s security office conducted some very per- 
functory interviews with Mr. Edward T. McNamara and one em- 
ployee of the Universal Construction Co. As far as we can determine, 
this was the only inquiry undertaken into these charges and appar- 
ently ended the matter until my subcommittee entered the picture 
last year. 

At that point, after we came into the picture, the Agency hastily 
sent an auditor into Laos, the Agency’s own cable file indicates quite 
clearly that this auditor was sent into Laos only because the Agency 
was fearful that the subcommittee would find something before they 
did. In fact, their cable so indicated. This fear was proved to be well 
founded. 

The auditor’s findings corroborated all of the earlier charges con- 
cerning the Universal Construction Co., charges on which an end-use 
investigator of ICA had already filed a report. 

However, that company’s contracts and payments were not sus- 
pended until 6 months later. Notwithstanding Mr. Saccio’s testi- 
mony about stopping payment before the ink was dry, it took them 
6 months before the payments were actually suspended. No further 
inquiry was conducted with respect to Mr. McNamara, and presum- 
ably, the part he played in this matter would not be known today 
had it not been for the investigation of our subcommittee. 

Now, I said there were two points, Mr. Chairman, that I thought 
sufficiently important to deserve detailed treatment. The second has 
to do with the provision of information to the Congress. 

My subcommittee has a difficult enough job trying to inquire into 
the expenditures after they are made. However, as a Member of 
the House who must vote on the foreign aid program when it comes 
to the floor, I am appalled at the lack of information available to me 
upon which to base a decision before expenditures are made. And 
T have an advantage not enjoyed by every Member of the House. As 
is the case with your committee, our subcommittee has available a set 
of the classified budget presentation books and can study them as time 
permits. These books, however, are far from informative on what 
seem to me to be the important points for Congress to reach a decision. 

T have been protesting the illustrative method of budget presenta- 
tion for several years. I want to observe that improvements in this 
regard have been made, but much more needs to be done, and I think 
some of these improvements have grown out of the efforts which we 
made last year. I have forgotten what your term was with respect to 
the way the amendment was left, but it was a relic, plainly. 
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Nevertheless I think it has had some effect. Now, the budget does 
tell what the Agency proposes to do unless it decides to do somethin 
else. I recognize the need for flexibility in the aid program, but 
believe we have granted too much of a waiver of the congressional 
authority and responsibility to approve expenditures in advance. 

ICA has improved its written budget presentation considerably 
over the past several years but there are still serious shortcomings and 
I want to discuss some of them in what I think is their relative 
rt esr 

here is no clear explanation in the budget presentation books or 
in any other place, including the records of the Agency, as to how the 
dollar level of aid was determined for any program in any country 
for any year. There is no explanation, that is to say, why the level 
of aid for a particular country is X dollars instead of Y dollars. 
Although there is some semblance of dollar costs assigned to certain 
specific country programs, there is no effort to tell how these price 
tags are determined to be realistic or necessary. To the extent that 
in the current. presentation books there is an attempt at explanation, 
it is based upon the assumption that whenever this year’s program is 
approximately the same as last year’s program, no particular justi- 
fication or explanation is called for. 

Now, I can’t buy that, not unless the Agency can come up for each 
country with at least 1 base year, where the justification for the level 
of aid is clear and unequivocal. That has never been done and there 
is nothing in the presentation book that will give you a clear picture 
of the manner in which the dollar values are put beside any single 
program or project. 

Now, I understand that this committee had an explanation as to 
how the dollar values were arrived at with respect to the program in 
a specific country. I understand that is the only specific program 
that was analyzed in detail. I got the impression the Agency itself 
picked that one out. 

The second point that I wanted to touch on: The executive branch 
has consistently avoided frankness in explaining to the Congress the 
motivations behind particular projects and country programs. As 
my subcommittee has had occasion to note in the past, particularly in 
the case of defense support funds, many programs whose real justifi- 
cation was political or economic have been presented to the Congress 
as programs primarily meeting a military need. Presumably this 
has been on the supposition that the Congress would be more amenable 
toa military program. 

Now, again, in the case of Laos we find this subterfuge. Our very 
large program in Laos is directed, almost entirely, at the equipping 
and supporting of a [security deletion]-man army. Had there not 
been a decision to support an army of this size, there would have been 
no need for a program of this magnitude. We had previously been 
advised by the executive branch that the determination of the number 
and types of troops to be supported, what are usually called force ob- 
jectives, or level of forces, was a matter determined in conjunction 
with each country by the Joint Chiefs of Staff, which exercised the 
prerogative of decision for the United States. We were then to dis- 
cover that in the case of Laos the decision to support an army of this 
size was a political decision which had been reached by the Depart- 
ment of State over the objections of the Joint Chiefs of Staff. 








1712 MUTUAL SECURITY ACT, 1959 


Careful consideration by us of budget presentations, printed hear- 
ings, and similar documents revealed no instance in which it had ever 
been made clear to the Congress or to any of its committees that the 
army in Laos was supported on the basis of a political rather than 
a military decision. eels Mr. Chairman, if that information was 
ever given to your committee we haven’t found it. 

This is one instance in a long chain, which our subcommittee has 
brought to light, of the Congress being induced to legislate on the 
basis of—well, the incomplete facts, to say the least. 

The third point: There is no indication in the budget presentation 
books, or anywhere else, that ICA has in mind a clear, pom senna 
plan for the continuation, termination, phasing out or other disposi- 
tion of the aid program in any particular country. In the absence 
of long-range anions it is not too surprising that many of these 
programs should have an air of chaos and expediency. 

Now, Mr. Chairman, last spring, as you may recall, there was some 
publicity alleging improprieties in the administration of foreign aid 
in Laos. At about the same time, supporting information relating to 
certain of the allegations came directly to the attention of our sub- 
committee from people who supposedly had personal knowledge. As 
a consequence, our subcommittee held an executive session with repre- 
sentatives from the General Accounting Office. It was learned that 
the General Accounting Office had proposed in December 1957 an 
on-the-spot audit in Laos. This was opposed by the Department of 
State and the ICA, and the General Accounting Office agreed to defer 
its investigation, notwithstanding its awareness of widespread criti- 
cisms and charges of irregularities. I wonder whether a major con- 
sideration in the insistence on the part of ICA, and the Department 
of State, may have been related to the time schedule. At this very 
period, legislative and budget proposals were in the making for sub- 
mission to Congress. This action by State and ICA made possible, 
whether intentional or otherwise, completed action by the Congress 
on the foreign aid authorization bill prior to any detailed knowledge 
of these alleged improprieties in Laos. 

I venture to say that this committee had no awareness of them at 
all. As a matter of fact, there is some testimony in your hearin 
concerning Laos which gives the impression that everything was in 
fine shape. 

It was during deliberations by the Appropriations Committee that 
some of these allegations became public, and in order to expedite the 
work of that committee, at the request of Mr. Passman, I made avail- 
on to him and his staff the information which we had then assem- 

At that particular time he was proposing to send some investiga- 
tors from the Appropriations Committee to Laos to make a check for 
that committee before they marked up the bill. And after we sub- 
mitted to him the information we had gathered, he secured additional 
information from the GAO, and from an ICA contractor then. lo- 
cated in Washington. 

Since the time for congressional adjournment was approaching, 
when this matter came to our attention last year, and since there 
seemed to be little information in the ICA office in Washington bear- 
ing on these allegations, our subcommittee made some specific re- 
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quests of ICA to assemble data which would make possible an evalua- 
tion of the performance in Laos. It was my hope at the time that our 
request and an indication of our interest would bring forth remedial 
action on the part of ICA and might even make possible a decision 
by us to discontinue further inquiry into the matter because of ad- 
ministrative improvements. 

During the congressional adjournment we did undertake to keep 
as well informed of developments as possible and we continued to 
hope that when the 86th Congress convened, if any report were neces- 
sary at all, we would be able to write one indicating that the agency 
itself had corrected the deficiencies. 

Unfortunately, such a conclusion by the subcommittee was not. pos- 
sible. Rather, it seemed that responsible agency officials had tried to 

loss over deficiencies. Although an auditor had been sent to the 
field and had made a lengthy report confirming deficiencies previ- 
ously found by ICA personnel, actually little action had been taken 
to ascertain whether these allegations were really supported. No ac- 
tion had been taken to fix responsibility for improprieties and to take 
steps to assure that these improprieties would not be repeated. In- 
stead, there seemed to have been an undercurrent of desire to sweep 
this mess under the rug. Instead of disciplining employees respon- 
sible for dubious, if not improper, acts, the policy seems to have Lest 
one of promoting, or reassigning to better or more desirable positions 
the very employees whose conduct in office had been subject to ques- 
tion. 

It is not my purpose to discuss in detail the shortcomings which we 
have found in Laos, but I did want to point out that we have assem- 
bled a mass of information, we have held voluminous hearings and we 
are now in the process of analyzing this information and preparing a 
report. I believe, after we have completed our analysis of the infor- 
mation which has been gathered, a conclusion will be inevitable that 
entirely too much money was put into Laos. More money than their 
economy could absorb. More money than there was any justification 
for. More money than we could hope to receive any real benefits 
from. In fact, so much money that it presented great temptation to 
all who were concerned with or active in the program. 

This was coupled with laxity in administrative control, indifference 
on the part of the mission director, the Ambassador, and ICA~Wash- 
ington to the shortcomings of its own personnel, and a tendency to 
ignore if not deliberately to conceal evidence of both waste and 
dishonesty. 

Mr. Chairman, I have discussed in as brief a way as I can, some of 
the things we have found. 

Chairman Morean. Thank you, Mr. Hardy. I am sure that your 
statement carries a great deal of weight. I know that you have 
worked long and hard on this investigation. 

When you do think that your report will be issued ? 

Mr. Harpy. I don’t know how long it is going to take us. We have 
completed our hearings. There may be some slight additions to the 
record that will have to be supplied, but we are in the process now of 
evaluating the assembled data and we are going to get out a report as 
quickly as we can. I don’t know that we will be able to do it before 
consideration by the House of the authorization bill. I would hope 
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that it can be done. In any event, I think there will be time for 
evaluation of certain of these points which we will then make available 
to your committee and to the Congress generally for consideration 
when the bill is up. 

There were certain specifics, Mr. Chairman, in connection with the 
program in Laos which I have not discussed in detail—certain actions 
which were taken—that if your committee wants to discuss we shall be 
happytodoso. There was one specific program that was particular] 
intriguing, a program known as Operation Booster Shot with which 
your committee may or may not be familiar, but it was a very unusual 
proposition and the results of it are not entirely clear. 

Chairman Morean. Mr. Hardy, did the ICA testify that the De- 
partment of Justice is making any progress on these charges? 

Mr. Harpy. ICA apparently made no representations to the De- 
partment of Justice until we came up with the specifics. 

We gathered the information which made it possible for Mr. Mc- 
Namara to avoid testifying as to his own involvement. There is in- 
formation in the file to indicate that there may be others who were 
just as involved as Mr. McNamara was. 

This, I should point out, followed a pattern of contract administra- 
tion which has existed in practically every country we have studied. 
This is the only one that we have specifically been able to pin down 
as involving bribery. There was no question about there being pay- 
offs in this particular situation and I don’t know what ICA has oe 
with Justice since this was developed in our subcommittee. I do 
know that there are some people who were involved in paying the bribe 
that State has indicated they will not try to do anything about. They 
are American citizens residing in Bangkok. The record is replete 
with instances of their wrongdoing and of the moneys they have 
bilked, thousands and thousands of dollars from this aid program. 

Chairman Morcan. You mentioned the fact that the ICA presented 
justification for one country. 

Now, under 537(f) of the act, do you believe that in coming up here 
with the annual presentation to this committee and presenting in de- 
tail the justification for the one country the act was complied with as 
you intended it to be? 

Mr. Harpy. Mr. Chairman, I am not sure I recall the wording of 
that section and I am not sure there is any deviation from the later 
requirements. That isn’t the issue as far as I am concerned. 

If I may, I'll read the section to refresh my memory on the exact 
wording: 

During the annual presentation to the Congress of requests for authorizations 
and appropriations under this act, a detailed explanation of the method by which 
the proposed programs for each country have been arrived at shall be submitted, 
including all significant factors considered in arriving at such proposed pro- 
grams. 

Mr. Chairman, it is not for me to decide whether that. is adequately 
disposed of. That is your prerogative. 

f you are satisfied that they have submitted to you a full and com- 
plete explanation of the manner in which they have arrived at. the 
dollar values for the programs in each of these countries, I am not 
going to pass judgment on that. 
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I would say that from my observation in the instances that we have 
followed, you can’t take the explanation for one country and say that 
satisfies them all. 

Chairman Morean. Mr. Hardy, do you intend this year during 
floor consideration of the bill to try to strengthen the Hardy amend- 
ment adopted in conference last year ? 

Mr. Harpy. I wish I were in a position, Mr. Chairman, to suggest 
language at the moment which would accomplish our purpose. I 
would hope that it might be possible to submit something. I hope 
your committee will come out with improvements which will make it 
unnecessary for me to offer any amendments. 

I can assure you that if you do, you won’t have any trouble with 
me because I will be much happier to support the committee than 
to find myself offering amendments which the committee had not 
previously taken into account. 

I can assure you also that if I do find it desirable, in my judgment, 
to offer an amendment it will be designed to strengthen and improve 
the legislation and it will be submitted to you, Mr. Chairman, just 
as soon as I am able to get it drawn... 

Chairman Morean. Thank you, Mr. Hardy. 

Mrs. Bolton. 

Mrs. Bouron. Thank you, Mr. Chairman. 

Mr. Hardy, what is the method by which you make your investiga- 
tions? Does the committee go out? Do you send investigators? 
Where do you get them and how do you do it ? 

Mr. Harpy. Mrs. Bolton, we use all of the procedures available 
to us. 

Mrs. Boiron. Well, what are they ? 

Mr. Harpy. The subcommittee has visited most. of the countries 
with which our investigations have been concerned. Now, as it hap- 
pened, we did not get into Laos. We have considered the possibility 
of going to Laos before we write a report. We probably will not be 
able to do that and I don’t know that it would be considered 
necessary. 

We have an investigative staff that is very able. 

Mrs. Borron. How many do you have? 

Mr. Harpy. We have four men on our staff. 

Mrs. Botron. And I suppose they are old hands. 

Mr. Harpy. One of them is a former Assistant General Counsel of 
the ICA. One of them has had long experience in directing staffs 
of committees of the Congress. One of them has been an investigator 
for this subcommittee since it was first organized and he has had long 
experience in the investigative field in both the executive and legis- 
lative branches. 

The fourth one came with my subcommittee only this year but 
he has been serving in an investigative capacity with the Government 
Operations Committee for a number of years. 

Mrs. Bouton. May I say that. I think your committee is very for- 
tunate to have the money to be able to do all that. 

Mr. Harpy. Well, maybe I should express appreciation to the 
members of this committee for helping us get it. We really try to do 
a constructive job with the funds that we have and I would hope 
that what we do bears some real fruit. It has not been our purpose 
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to undermine the program but to try to improve it. We have been 
criticized in the other direction. 1 think sometimes some of our 
critics take too broad a look at the thing but I am convinced that 
we are not ever going to be able to do with foreign aid what its 
philosophical purposes are unless we eliminate some of the deficiencies. 
Actually I think in a good many eases we may be doing more harm 
than we are good and I am not sure that isn’t the case in Laos. I am 
not sure that some of the things which the ICA and State contend 
are evidences of progress in Laos aren’t merely superficial. They ma 
be just temporary indications of improvements which will not stan 
up. 
Mrs. Borron. That is a very interesting statement. 

Was I right in understanding that you felt this committee did not 
know there were problems in Laos? 

Mr. Harpy. I wouldn’t say that, Mrs. Bolton, but I believe that 
this committee was unaware of the seriousness of them and of many 
of the details. 

Mrs. Bouton. May I just say that as far as I am concerned person- 
ally the reports that we have had here, the testimony that we have 
had, has left me with a very deep sense of the seriousness of it. 

Mr. Harpy. That is comparatively recently, I take it. 

Mrs. Botton. No; for some time—indeed, for a long time. 

Chairman Morean. When did the Zablocki subcommittee consider 
this matter, Doctor ? 

Mr. Jupp. More than a year ago, I would think in March of last 
year, something like that. 

Mrs. Boiron. A year ago, anyway. 

I didn’t want to leave the impression or have you leave the impres- 
sion that we didn’t know anything because I have a very real sense 
of the difficulties, of the seriousness of it and of the very great neces- 
sity to do something about it. 

Mr. Harpy. I wouldn’t suggest that you didn’t know anything 
about them, Mrs. Bolton, but if my memory serves me correctly, last 
year Mr. Parsons testified before this committee. 

Mrs. Boiron. Your committee ? 

Mr. Harpy. Your committee at about the same time Mr. Walter 
Robertson was testifying before the Senate committee. 

Mr. Parsons was presenting a rather—this is rather interesting if 
you will read these two pieces of testimony—Mr. Parsons was indi- 
cating that everything was looking up, things were fine in Laos, that 
they had an election coming along; that they had a program going, 
one which was going to assure that the Communists were going to be 
licked. Actually, the election was just in the process of taking place 
about the time he was here, and Mr. Robertson testified before the 
Senate in a very pessimistic vein compared to the optimistic vein which 
Mr. Parsons had presented here. 

I didn’t find and perhaps it is not in the record, perhaps it was 
off the record, but I didn’t find reference to the highly classified 
Operation Booster Shot [security deletion]. I didn’t find anywhere, 
and you won’t find anywhere in the presentation books, any evidence 
of the manner in which funds were appropriated to handle that situ- 
ation. Unless you made inquiry, you didn’t learn that ICA trans- 
ferred funds [security deletion] for this air drop proposition, which 
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was part of the village-level aid program. It turned out to be a good 
program, the village aid program, but in the presentation books as of 
this year: 

Mis, Boiron. May I ask at this point, You are aware of all this 
because of your investigations ? 

Mr. Harpy. That is correct. 

Mrs. Boiron. You are in a better position than we are, in being 
able to finance your investigations. We have to look to you to tell 
us your findings. 

Mr. Harpy. Well, I am happy to do it. 

Mrs. Bouron. I am sure you are. 

Thank you very much. 

Chairman Morean. Mr. Carnahan. 

Mr. Carnanan. Mr. Chairman and Mr. Hardy, I want to say that 
I appreciate your appearancce before the committee. It seems to me 
that you are very effectively doing the work that you are expected 
to do with the committee that you head. And so far as I am per- 
sonally concerned your work has helped me to have a better under- 
standing of the program than I could have had otherwise. 

Now, the question I wanted to ask you is, Do you consider that the 
overall administration of the mutual security program improved 
during the last year or is it further deteriorating ¢ 

Mr. Harpy. I wish I could answer that with a higher degree of 
conviction than I have. 

Mr. Carnahan, as of the beginning of this year, I can’t say that I 
can recognize any significant improvement. Whenever you find a 
witness testifying to irregularities which he discovered and on which 
he prepared a report to go to Washington; when you find that witness 
was asked by the Ambassador not to make that report, according to 
testimony, because it would make the Ambassador look bad because 
he had sent in a favorable comment on the particular contractor; when 
you find that that witness finally did make his report and that there 
was no investigation of the report and the witness was discharged ; 
when you find that all of this occurred, a year before our subcommittee 
got into the picture, and then find out that ICA sent a second auditor 
out but let his report lie for 6 months until our subcommittee raised 
further questions about it before they took the action which Mr. Saccio 
said they took immediately, you must raise questions in your own mind 
concerning adequacy of the administration of the program. 

Mr. Carnauan. Your answer has to do with the program in one 
country. I was asking you in the overall, as you have seen the pro- 
gram with your investigations and the people who have come before 
your committee, that is what I enied te ask about. 

Are we moving in the right direction or are we deteriorating? That 
is what I meant to ask you to comment on. 

Mr. Harpy. Well, we have a new Director which may be a step in 
the right direction. I certainly don’t want to dispa the present 
Acting Director. I think he has many capabilities. dat like to 
deal in personalities and I don’t think I shall, but the biggest trouble 
that I found with Mr. Smith’s administration was his lack of knowl- 
edge of what was actually happening. I think some of his subordi- 
nates very effectively kept him in the dark. Now, the extent to which 
they have been able to do that with Mr. Saccio might be somewhat 
less because Mr. Saccio had a more intimate knowledge of the agency. 
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As far as Jimmy Riddleberger is concerned, they may try to pull 
the wool over his eyes, and may be effective even though he has had 
wide experience in the diplomatic field. I am not sure he is going 
to be able to cope with these administrative people who have been so 
firmly entrenched that they are able to conceal some of the things 
they don’t want to be known. 

Mr. Carnanan. It seems that. Laos is in the same shape that. Iran 
was in a couple years ago. Would you care to comment on the 
program in Iran during the last year? 

Mr. Harpy. We were in Iran something more than a year ago, now, 
and from my observation there have been substantial improvements 
in some areas in the operations there. I think that there had been 
changes which cleared up a good many of the deficiencies which we 
pointed out. 

Now, the extent to which malfeasance and misfeasance have been 
swept under the rug there, nobody will ever know but I do think 
there have been some improvements lately. 

Mr. Carnanan. Thank you, Mr. Chairman. 

Chairman Morean. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Hardy, it is always good to have you with us. I had a nice 
time in your area the other day in Norfolk. 

Mr. Harpy. Yes, I was sorry I couldn't be there when you and Mr. 
Carnahan were there. If I had a little earlier notice you two gentle- 
men were going down, I would have tried to stretch a point and get 
there. 

Mr. Merrow. I wish you had been there. We met many friends 
of yours and had a very fine time. 

Mr. Harpy. My invitation didn’t come until sometime after you had 
accepted, so I wasn’t aware of it. 

Mr. Merrow. You have spoken and very well about the admin- 
istrative deficiencies in Laos. It has always been my feeling that we 
should improve the administration of this program in every possible 
way. The program has been criticized ever since it has been in 
existence, about administrative matters, so the attempt to improve 
its administration certainly is a bipartisan effort, I would say. 

If you were to have the complete control of the program, what are 
some of the fundamental moves you would make to improve this 
administration? I would like to see it cleaned up as much as anybody 
and all of us would. 

Mr. Harpy. Mr. Merrow, as you know, that is not our function. 

Mr. Merrow. I know. I know that is not your function. 

Mrs. Borron. You must have some ideas. 

Mr. Harpy. Of course, I have some ideas but I hope I never get 
into the position of saying to an agency, “Do something this way or do 
something that way.” They have the responsibility for administra- 
tion and if our subcommittee undertook to make that kind of a sug- 
gestion, then we would be taking over some of their responsibility. 

Now, I think we have discharged our responsibility to the agency 
when we point out areas of deficiencies, as we have done in each report 
our subcommittee has issued, and give them an opportunity to clear 
them up. Iam disturbed to observe that if they make any corrective 
efforts, evidence of it is hard to find. 
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Mr. Merrow. Well, I think you put your hand on a fundamental 
problem in these various programs, whether it be foreign or domestic. 
Just how far can the Congress carry through to make certain that 
its recommendations are followed ? 

I think that where we find deficiencies in the program something 
should be done about it regardless of the administration in control 
and if they don’t then we ought to do something else to get it done. 
Don’t you think so? 

Mr. Harpy. My comments don’t have anything to do with the ad- 
ministration that isin power. We have been just as critical of Demo- 
cratic administrations as we have Republican administrations. 

Mr. Merrow. The arguments that you have presented this morning 
or the analysis that you have presented in reference to Laos, would 
you consider those reasons, let us say, for cutting this program ? 

Mr. Harpy. Mr. Merrow, based on my analysis of performance in 
several different countries, I would say that if the program is properly 
administered, we can get the same or better results with a fraction 
of the money we are spending. 

Now, I have tried to approach it on the basis of trying to urge 
administrative improvements before we cut the funds. The results 
have been most disappointing in that area. I am beginning to believe 
that the only way we are going to accomplish any real administrative 
improvement is to require some sort of a housecleaning down there 
and get a greater degree of competence in the administration than we 
have had in recent years. 

Mr. Merrow. I think we ought to— 

Mr. Harpy. Unless we can do it, maybe the only way we can accom- 
plish it is by reducing funds and saying “Look, here is what you 
have. Do what you can and get better results than you have hereto- 
fore with more money.” 

Mr. Merrow. Assume we adopt what you suggested, don’t you agree 
that the needs even far exceed the request for $3.9 billion? 

Mr. Harpy. I don’t think either you or I can say that. Unless 
you have a much better basis for personal evaluation of the factors 
that enter into these costs than I do, I don’t believe you can say 
it with any high degree of conviction. 

Now, as to what the actual dollar need is to accomplish the objectives 
that we have stated, nobody knows. And certainly there isn’t any- 
thing in these budget submissions that have come up here that justifies 
the figures they have requested. 

Mr. Merrow. But the original requests have undergone a series of 
cuttings even before they get up here, haven’t they ? 

Mr. Harpy. So what. If you knew what they were cut from, 
‘maybe you could make an intelligent appraisal. But you don’t know. 
If you cut a budget that is already padded because of incompetent 
administration, do you know whether you have cut enough? Maybe 
‘you still have money in there that could be wasted. I don’t know. 
I wish I did. 

Mr. Merrow. But suppose, to look at it another way, Mr. Hardy, 
suppose you found various deficiencies we will say in the Department 
of Defense where we are asking for $43.6 billion, would you consider 


that reason for cutting the appropriations in the Department of 
Defense ? 
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Mr. Harpy. There have been areas in which I have urged reduc- 
tions in appropriations for the Department of Defense because funds 
were being wasted, and I would do it again. Now, I don’t know how 
we can approach it from an overall point of view. But let me say 
this to you in connection with this business of how much we are ap- 
propriating or whether we need more. The amount of money that 
we have spent in Laos cannot be absorbed in that economy. It made 
possible a diversion of tremendous quantities of dollars and of end- 
use items to other countries 

Let me read you what Ambassador Smith said about that. 

Mr. Merrow. But Laos is free. 

Mr. Harpy. Laos is free? 

Mr. Merrow. We still maintain it. 

Mr. Harpy. I wish I could be certain it is going to stay free. And 
I am not a bit sure it is free because of what we have done, it might 
be in spite of it. 

We take credit for Laos being free and although I am perfectly 
willing for us publicly to take credit for it, I am not sure we aren’t 
kidding ourselves and whistling in the dark, when the coalition of 
the non-Communist group in Laos was spurred on by their own self- 
interests. 

Mr. Merrow. But in a defense operation sometimes it is better to 
have too much than not enough; isn’t this the way you win a war? 

Mr. Harpy. Well, I don’t know how far you can go with that. 
You made millionaires out of certain Laotian officials, certain Lao- 
tian army officers, out of both foreign and United States contractors. 
The extent to which our own personnel were involved, I don’t know. 
Perhaps we shall never know. 

Mr. Merrow. I am not trying to present any brief for errors made 
in Laos but I am just returning to the point I made. I don’t think 
the fact that we find difficult administrative situations in one area is 
any reason for cutting the program. 

Mr. Harpy. Let me read you a comment that Mr. Smith made on 
this thing: [Security deletion]. 

Ambassador Smith also commented concerning the elections which 
had just seen the Communists win nine seats and the fellow travelers 
win four, for a total of 13 out of a total of 21 that were at stake. And 
here is what he said: [Security deletion]. 

Now, that is the statement of the Ambassador. 

Chairman Morean. The gentleman’s time has expired. 

Mr. Burleson. 

Mr. Burteson. Thank you, Mr. Chairman. 

Mr. Chairman, first let me observe that a lack of funds doesn’t 
enter into the picture. This committee has never asked for funds 
ee has never been denied funds to do anything that we might want 
to do. 

Mr. Harpy. If the gentleman would permit, under the House rules 
and under the Legislative Reorganization Act, that is one of the re- 
sponsibilities of our committee, to conduct such investigations and to 
ask your committee for funds. 

Mr. Burteson. This committee could request funds and do it’s own 
investigation. Mr. Hardy, in connection with your statement that 
you wouldn’t want to be in a position of attempting to advise ad- 
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ministratively on the conduct of this program, that has been my atti- 
tude in our special subcommittee headed by our chairman. Our 
function should not be to attempt to administratively advise or to 
direct. We can and have pointed out deficiencies. 

Now, aside from the amendments you have heretofore proposed 
and those which you may propose, I think it would be in order if 
you could give any suggestion for a method other than these illustra- 
tive programs. I think probably you would agree that several years 
ago in the beginning of this program, there was no other way. As it 
has progressed, you must have some idea as to how this committee 
could approach this thing and arrive at more intelligent decisions, 
other than through illustrative programs. 

Mr. Harpy. Would you like a comment on that? 

Mr. Buruxson. Yes. 

Mr. Harpy. I think we have made a lot of progress in that already. 
I don’t mean to minimize the improvement that has been made in the 
budget presentation. Until last year or the year before, we didn’t 
even get any budget presentation books. Now you do get the budget 
presentation books. The difficulty with them now is there is no 
analysis of the data which they have put in this book. Now, you have 
just gotten, I presume—we got last night—some new sheets. I don’t 
know what they have in them. 

Chairman Morean. We got them yesterday morning. 

Mr. Harpy. They are dated May 1 and have just come out. I 
don’t know what they have in them. I might hope that they hold 
some improvement. 

I think under the guise of seeking too much flexibility—and we do 
need an element of flexibility, there is no question about that—there 
has been a tendency to overlook the need for advising Congress what 
they are going to use this money for. 

Now, when they put a specific program for any specific country 
down there and put a dollar mark by it, they have no basis for that 
dollar mark except that they spent something like that last year. 
That is all they’ve got. 

If you were to take the water out of that, it is my belief we could 
cut this program substantially without reducing the effectiveness of it 
one iota. 

Mr. Burueson. Let me ask you one other thing, Mr. Hardy. Does 
your committee deal only in dollars and cents, in pretty much the 
approach of the General Accounting Office? To put it another way, 
do you deal in any philosophies as to the need for a particular pro- 
gram or an activity or with policy connected with administration of 
these programs ? 

Mr. Harpy. We try to stay out of the philosophical side and the 
policy side. That is not normally our responsibility. 

Occasionally we do come to areas where the policy and administra- 
tion are so closely allied that you can’t consider administration with- 
out considering to some extent the policy that went into it, but insofar 
- policy itself is concerned, no. We do not concern ourselves with 
that. 

Mr. Burteson. Thank you, Mr. Chairman. 

Chairman Morean. Dr. Judd. 

Mr. Jupp. Thank you, Mr. Chairman. 
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Mr. Hardy, I appreciate not only the work your committee has 
done, but the attitude that you have taken. As I have talked to you 
about it, it has been clear that yours is not an effort to destroy the 

rogram, but to make it succeed, which is what we here have in mind. 
here isn’t any justification for doing it if we don’t succeed in keeping 
these areas out of the control of our enemies. 


I wasn’t here during the very first part of your testimony. Is the: 


main fault that you find with the administration of the program the 
fact that these payoffs took place, that there was corruption? Or is it 
that they were covered up and not corrected and guilty people not 
prosecuted ? 

Mr. Harpy. I did touch on that in the early part of my presenta- 
tion and here is fundamentally our approach to it: We would much 
prefer when we get into one of these inquiries to be able to say to the 
agency, “Here are some of the deficiencies we have found. Now, get 
into them and give us all the information you have on them.” 

Then if we go back and find real evidence that they had done some- 
thing toward correcting the deficiencies, which they are bound to see 
for anenves we would feel that they are making an effort to improve 
their administration, and we would so indicate in our reports. We 
have written reports that have been commendatory because of the fact 
that the agency has instituted corrections and cleaned its own dirty 
linen, so to speak. 

However, instead of doing that, the people that. have pointed out 
to ICA its own deficiencies are the people who have suffered under 
ICA’s personnel policies. ICA, instead of trying to correct them, has 
glossed over them. 

Mr. Jupp. Well, that is a criticism that simply has to be paid 
attention to. 

Now, you spoke of corruption. Payoffs. 

GAO told us repeatedly that they had never found evidence of cor- 
ruption. Isn’t that true, Mr. Chairman / 

Mrs. Boron. Among our own people? 

Mr. Jupp. Among our people. 


There were mistakes in judgment; there was waste and too much. 


was spent and it was spent improperly, but they found no evidence of 
corruption. 

Now, you said, and I think this is the first time that we have had 
that direct statement, that you have found incontrovertible evidence of 
payoffs? Were those payoffs to Lao, or U.S. employees, or both? Or 
what ? 

Mr. Harpy. We had one man who admitted accepting a payoff. 
We proved it on him and he admitted it. He denied it at first, but he 
subsequently admitted it. We had another one, an American citizen 

aid off by an American contractor. There was another one that we 
haven't been able to go as far with that looks as though he may have 
been paid off. 

I must observe that there are still in the employ of ICA. officials who 
should have had knowledge of this, who certainly had been told by 
subordinates that these things were happening, but they are still 
employed. 

Mr. Jupp. This was my next question. Were these discoveries 
originally made by you or by the GAO or by the ICA itself, or by 
employees who reported it, as you implied in your last remark? 
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Mr. Harpy. I am not sure in point of time whether the GAO first 
picked these up, or whether an ICA employee did as far as the original 
allegations go. 

There was an ICA employee who picked up a great many shortcom- 
ings which he was not permitted even to report until after he had 
submitted his resignation. 

Now, with respect to the specifics concerning Mr. McNamara, our 
subcommittee developed those. They had not been pinned down. 

Mr. Jupp. Is that the fellow who admitted he took money ? 

Mr. Harpy. That is right. 

Mr. Jupp. We questioned Mr. Moyer about that, Mr. Adair did, a 
month or so ago and he said this individual had confessed to certain 
highly improper conduct and in this case it was turned over to the 
Department of Justice and ICA is cooperating with the Department 
of Justice. 

He said he had been out of the ICA for more than a year. The 
question was— 

Did any investigation within ICA itself disclose these alleged irregularities on 
the part of this man? . 

Dr. Moyer. There was an earlier investigation. It reached the point where it 
required getting access to his bank account and related matters. On the advice of 
his lawyer, the individual concerned refused to give the necessary cooperation. 
My understanding is that ICA itself-does not have the power of subpena and the 


man resigned at that stage and it was not pushed immediately further at that 
time, but was under investigation. 


You have the power of subpena, Mr. Hardy. Did you get hold of 
his bank account ‘i. 

Mr. Harpy. Actually the thing that led us to this could have been 
developed by any good ICA investigator. 

Now, it is true that subsequently we did subpena some documents 
that clinched it, but the giveaway was some stock which anybody 
could have found out about without the use of a subpena, and that 
was the beginning of it. 

Mr. Jupp. Mr. Chairman, do we have any information as to whether 
ICA has an investigative staff? I know the State Department does. 

Mr, Harpy. They have an investigative staff and I will tell you 
what testimony showed up in connection with that. 

There was an allegation developed in the course of our hearings 
of a conflict of interest between a contractor with whom ICA had a 
contract and an engineering contractor who was employed by ICA as 
well as by this contractor and who allegedly might have been—I don’t 
know whether he was—feeding information. 

That was reported to ICA by one of its own people in Laos and 
ICA sent an investigator over there, a regional investigator. The re- 
gional investigator went to this individual who was alleged to be 
in violation of some conflict-of-interest regulations and asked him if 
he had said his company had employed the engineering contractor 
and he replied, “No, I didn’t say so.” 

So the investigator dropped it right there. That is all he did. 
And the employee of the Vinnell Co., who was then in Bangkok 
wrote a letter back to his company in the United States and said: 

Mr. Kelley, the ICA investigator came in and asked me if I made such and 


such a statement and I said no. It was a good thing I told him no because 
if I said yes he would have kept me for 2 hours. 
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That was the investigation, and as it turned out, there was a con- 
flict of interest. 

Mr. Jupp. Well, Mr. Chairman, perhaps the committee should con- 
sider setting up in the legislation a semi-independent auditing agent 
or a division under GAO to be the inspector general or something of 
that sort for this program because obviously there is greater op- 
portunity for things to go wrong in such a far-flung operation than 
would be the case here at home, and there is plenty of opportunity 
in any operation of such magnitude here at home. 

I used to be on the Government Operations Committee and I al- 
ways appreciated it because there I could study performance of what 
they had told us here they were going to do, but you Democrats, 
when you took over, kicked off those of us of the minority who were 
also on major committees. 

Mr. Fascell is still on both of them. They wouldn’t let us be on 
the Foreign Affairs Committee and the other, too. That is too bad. 
I felt we could do a lot of good there. 

Mr. Farsste1n. I would suggest to you, Dr. Judd, that when Mr. 
Saccio testified before us, I inquired of him whether he gave any 
thought to establishing a watchdog committee and recommended it 
to him and he said he would give it consideration. 

Nothing has been heard since. 

Mr. Jupp. Well, something has to be done about it, that is all. 

Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. Mr. Hardy, I am very glad to hear your report and 
I want to commend you for the work you are doing. 

What legislative remedies would you suggest to remove the possi- 
bility of corruption ? 

Mr. Harpy. I wish I had something worked out in the way of an 
amendment that I thought would be effective. As I indicated to the 
chairman a while ago, we have been so busy with this investigation, 
the hearings of which we just concluded on Monday of this week, 
that I haven’t had time to give any rea] thought to possible language 
which could be put in the bill to help straighten this out. 

Actually, I think these administrative deficiencies are something 
that could be cleaned up by the agency itself if it would do it, but 
they have been at it so long and they haven’t done anything about it 
that I am at a loss to know how we should proceed. 

Mr. O’Hara. I have been hopeful that Mr. Dillon, with his larger 
authority, may clean up the house. 

Mr. Harpy. I have been hopeful of that. Mr. Dillon has been 
before our subcommittee and he has been very frank in some of his 
discussions, but I have not been able to glean any ray of hope from 
his comments that he would be willing to sponsor a direct drive to 
get this thing on the right track administratively. 

The program in Laos was set up, and this is one of the things I tried 
to point out and perhaps not very clearly, in a manner that promoted 
corruption in Laos among Laotian officials as well as among our own, 
and that I think is one of the worst things we could have done because 
that gave the Communists issues on which to campaign against the 
anti-Communist elements in government. It was a corruption that 
grew out of the manner in which we made our aid available, and 
that was recognized very clearly by Ambassador Smith in his own 
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message which he sent back to the State Department and which I 
presume this committee may have had a chance to read. 

Mr, O’Hara. I read some place I think within the last week or so 
that someone you had very seriously criticized in one of your reports 
the ICA had promoted. Did you see that in the newspapers within 
the last week or so? 

Mr. Harpy. I don’t know whether I can say severely criticized, but 
in the course of these hearings we have seen an ICA report and we 
have developed information that has been highly critical of several 
of the employees that have been promoted. 

Now, one former Mission Director in Laos, Mr. DePaul, certainly 
doesn’t look very pretty from the testimony that has been adduced, 
but he is now to be assistant to Mr. Arnold, as I understand it, and 
Mr. Arnold has been stepped up to a higher job. Mr. DePaul is to 
be his No. 2 man. 

Well, I don’t know whether that is a promotion, but it looks that 
way to me. Maybe Mr. DePaul isn’t really as bad as he looks in the 
information we have. 

Mr. O’Hara. Unfortunately, the ICA has a rule that a person past 
65 is ineligible for service even as a consultant? 

Mr. Harpy. I am not familiar with that one, Mr. O’Hara. 

Mr. O’Hara. It is a rule they have adopted. To get in you must 
be between 28 and 32. 

Mr. Harpy. I would like to go back to a suggestion by Mr. Farb- 
stein, I believe, that ICA set up a watchdog committee. They have 
such a committee. They have an Office of Evaluation and they send 
out people to make evaluations, and I would like to know, Mr. Chair- 
man, whether you have any of the reports of this evaluation group. 
We have asked for them and they have denied them to us. They 
are using appropriated funds to pay the people to go out and collect 
this information and submit the reports which are according to ICA, 
executive privilege. 

Chairman Morcan. We have never received any. 

Mr. Harpy. They have declined to give them to us. 

Now we are making a study of the Office of Evaluation to try to 
see what they are doing and whether or not it is a valid operation. 
We wanted to see the end product, see what their own people recom- 
mend, but they hide that from us. They won’t tell us what is in them. 
So we don’t know, and I feel reasonably certain that this so-called 
watchdog committee that they have set up to make their appraisal of 
themselves is a very highly top secret proposition. 

Mr. Jupp. It has to be independent of them. 

Mr. Harpy. Well, it isnot independent of them. 

Mr. Jupp. It has to be made independent of them. 

Chairman Morean. Mr. Fulton. 

Mr. Futon. We are glad to have you here and we want to com- 
pliment you on your energy. 

Mr. Harpy. May I interrupt just a minute ? 

Mr. Griffin, who is also a member of our subcommittee, is down 
there, and Mr. Monagan, and I would like for them to participate in 
this discussion if they may. 

Chairman Morcan. Any member is invited to direct questions to 
any of Mr. Hardy’s associates. 
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Mr. Fulton. 

Mr. Fuuton. I think you have drawn out some serious points of 
which not only this committee, but the Congress, should take cog- 
nizance. I therefore think that the General Accounting Office, as 
well as the ICA generally and particularly its Office of Evaluation, 
should make specific answer to these statements by Mr. Hardy in his 
original statement and the ones he has made since. 

I would ask that that be put in the record. 

The question comes up as to how wide a base you believe there 
is, either of inefficiency in the foreign aid program, or of actual 
wrongdoing. Is it just in Laos, this one country, where conditions 
are notably unsettled and in a country that is under extreme pres- 
sures and backward in administration and is just emerging as a 
state? Or does it extend pretty well throughout the ICA program, 
wherever it is throughout the world ? 

Mr. Harpy. If I might comment on that to the extent that I can. 
We haven’t, of course, been able to make a detailed study in every 
country. We have made a detailed study in Iran, we have made this 
one in Laos, we made one not quite as comprehensive, but almost, in 
Cambodia. 

We have made some studies also in Pakistan and some in Thailand. 

Mr. Furiron. What does your sampling indicate ? 

Mr. Harpy. My sampling would indicate that the same deficiencies 
that were found in Iran exist to some degree in every one of these 
countries. 

Mr. Futon. Really there should be some sort of audit for the 
overhaul of the program. If our good friend, the new director, when 
he starts into it, is going to start off with a clean slate. 

Would you recommend at the present time an overall audit by an 
outside agency ? 

Mr. Harpy. Well, I don’t know whether that is a necessity for the 
reason that GAO has made audits in practically every one of these 
countries and I think their reports would support the observation 
that I just made with respect to every single one of the countries I 
mentioned. 

Mr. Furton. Suppose we had one of these outside business audit- 
ing companies go in at the time Jim Riddleberger takes over as the 
new head of ICA, and come up with some sort of a detailed outside 
or so that we know what are the facts? Would you recommend 
that? 

Mr. Harpy. I would think that it would have to be such a wide 
scale proposition that it would be extremely difficult to do and I am 
not at all sure that you don’t have enough facts already on which to 
base a finding by the new Director of what needs to be done. 

Mr. Furron. May I make one more suggestion as I yield back the 
balance of my time: Should the Department of Justice likewise be 
asked to make its comments on the record at this point, as well as 
give the committee what followup they have actively undertaken to 
this time and what they intend to do? 

Mr. Harpy. Mr. Chairman, in connection with this Department of 
Justice matter, we have not yet made any official request to the De- 
partment of Justice in connection with it. It will be my purpose to 
send over to the Department of Justice a copy of the transcript and 
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call specific attention to the testimony which involves these par- 
ticular individuals. 

Now, ICA, according to my information, did call this to the atten- 
tion of the Department of Justice the day we brought the matter up. 
I think that was done partly because of our insistence that immediate 
effort should be made to try to bring these people to justice. We also, 
in the course of our hearings, pointed out to the Department of State 
that efforts should. be made to bring back to this country the United 
States citizens overseas who were involved on the other side of this 
bribery, and the Department of State has indicated that it would not 
do it. 

We haven’t anything definite or in writing on it, but I hope we will 
have it. 

Mr. Furton. As a conscientious member of this Foreign Affairs 
Committee, I would like that provided at the Chairman’s consent, 
because I feel, separate and apart from the Government Operations 
Committee, we likewise have a deep responsibility to see that these 
matters are followed up. 

Thank you. I yield back the balance of my time. 


STATEMENT OF HON. ROBERT P. GRIFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN, AND MEMBER OF 
THE SUBCOMMITTEE ON FOREIGN OPERATIONS AND MONETARY 
AFFAIRS OF THE COMMITTEE ON GOVERNMENT OPERATIONS 


Mr. Grirrrx. I am a new member of the subcommittee of which 
Mr. Hardy is chairman. I have not been able to attend all of the 
Hardy subcommittee hearings because of responsibilities on another 
committee, but I have attended a good many of them. In general, I 
am a supporter of the mutual security program, a supporter of the 
administration. 

I came on the subcommittee at the beginning of this session with a 
somewhat skeptical attitude; but may I say, after having participated 
in the hearings on Laos, I hope the members will not take what Mr. 
Hardy has said lightly. I came in late; that portion of Mr. Hardy’s 
testimony which I heard has been a fair and generous summary of the 
situation. He didn’t indicate that ICA is riddled with corruption, 
or anything of that sort. The instances of corruption are very lim- 
ited. The very disturbing factor, however, is that, in at least one 
instance, an ICA employee—a fellow by the name of Haynes Miller— 
brought facts to the attention of ICA officials upon which they should 
have been able to uncover serious deficiencies themselves. The chair- 
man, Mr. Hardy, indicated that Mr. Miller resigned, but I would say 
that, in effect, he was fired. Some people in responsible positions, 
who should have acted on the information Mr. Miller brought to light, 
didn’t exercise reasonable judgment properly. Let us put it that way 
to be charitable. 

Mr. Fuuron. Then I would like a statement on Haynes Miller in 
the record at this point, by the ICA. 

Mr. Grirrtn. This is an executive session, isn’t it ? 

Chairman Morean. Yes. 

Mr. Furton. I would like it in the record. 
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Mr. Grirrin. I will make this further observation: While I could 
not, and would not wish to, pose as an expert, I sincerely believe that 
a thorough investigation should be made into the personnel policies of 
the ICA. How do they obtain their personnel, and what qualifica- 
tions do they require of people representing our country in ICA pro- 
grams abroad? Are they just filling jobs with warm bodies, or are 
they recruiting competent, dedicated people ? 

Perhaps this has been the problem in almost every country, but I 
know it is the problem in Laos. Of course, the situation in Laos is 
extremely difficult. We can’t underestimate the fact that it is not 
easy to get competent people to go into a country like Laos. 

Chairman Morean. Mr. Fountain. 

Mr. Fountatrn. I have no questions, Mr. Chairman, but as a mem- 
ber of the subcommittee of the Government Operations Committee, I 
would like to supplement what Mr. Hardy has said generally with 
respect to administrative deficiences of the ICA. And I might say 
to Mr. O’Hara, it will take something more than dynamite to clear 
up those deficiencies. 

We have been going into some of ICA operations with which Mr. 
Hardy is familiar because of our investigation of the Commodity 
Credit Corporation which as you know is a multibillion-dollar opera- 
tion, having almost unlimited authority to do anything they want to, 
under their corporate charter, and apparently under legislation this 
Congress has passed. 

I should just like to make 4 or 5 observations. We have had 
great difficulty in getting information from that agency to enable us 
to evaluate some of the criticisms which have been made, and to con- 
tinue our investigation of CCC operations. I sense a feeling from 
some of the ICA personnel that since we are in effect giving this 
money away, it is foolish to have what might be considered an 
adequate staff to do the type of checking that ought to be done. They 
think it will cost more than it will save. 

We have a GAO representative assigned to our committee and he 
goes over there and talks to ICA representatives and comes back 
completely frustrated, over his inability to get authoritative and ac- 
curate information—and he is a very competent man. The informa- 
tion he is able to get, is often contradictory and wholly inadequate. 

Mr. Hardy commented upon lack of knowledge at the top. Rather 
than wait for a completion of our investigation, which will take prob- 
ably another year because it is a tremendous job, there were certain 
obvious deficiencies which anyone could understand, which are 
brought to the attention of certain officials in ICA. Apparently 
they take the position as Mr. Hardy says that they can do no wrong, 
that we are prying into their business, and that we are trying to find 
somebody guilty of fraud or corruption or dishonesty in some way— 
which is not our Berpes. 

I was so concerned that our suggestions were not getting to the top 
that I called Mr. Smith, He came to my office one day bringing 
several members of his staff. Mrs. Dwyer, the ranking minority 
member of our subcommittee, was also present. I outlined to him a 
long list of deficiences which I thought ought to be brought to his 
attention, and while he did not admit it to me, I could tell from the 
expression on his face that he was not aware of complaints and sug- 

















MUTUAL SECURITY ACT, 1959 1729 


stions we had made to his subordinates. While some of the prob- 
ems have been disposed of, much still remains to be done if the inter- 
est of taxpayers is to be protected. 

For instance, Congress passed a law providing that the Commodity 
Credit Corporation will use private enterprise to “the greatest extent 
practicable” in the sale and disposition of surplus agricultural com- 
modities. Well, we know that the ICA, under sections 550 and 402 
of the Mutual Security Act has been financing millions upon millions 
of dollars worth of these surplus commodities for shipment abroad. 

Well, the established policy is for the Commodity Credit Corpora- 
tion to sell those commodities, for export purposes, to a private firm 
or broker at a price which is below the domestic market price. It 
is for export purposes. Private Firm A in turn negotiates with in- 
dividuals representing foreign countries for the sale of those com- 
modities. TCA pays for them, and in many instances we have found 
that, in addition to the taxpayers having supported the price for these 
commodities, ICA is permitting large profits to go to the individuals 
who export these commodities; in a number of instances, I am sure 
the prices paid were excessive. 

We have been checking into ICA price-analysis programs and we 
have found that for over a year they had only “one and a half men” 
spot checking hundreds of contracts, pursuant to which ICA funds 
had been disbursed. And, incidentally, the exporter, when he ships 
these commodities, takes the invoice to a bank and the bank pays 
the money. And, of course, the ICA check, as well as that of our com- 
mittee, is after the fact. These documents eventually reach the ICA 
and they go through a price-analysis process. They do some spot 
checking of these contracts, but the procedures have been very 
inadequate. 

We have found where excessive prices were received only by spot 
checking ourselves. For a long period of time one of the men allegedly 
in charge of price-analysis work was going to a school in preparation 
for some other type of work to which he expects to be assigned. Price 
checking has been scarce. 

I mention these things simply to show you the difficulty we are 
having, and the apparent saniiimashes of ICA to correct many of 
these deficiencies. I don’t have time—I know my time is up—and 
I won’t take time to give the details, but inasmuch as this committee 
does authorize appropriations under section 402, I think it might be 
advisable for the members of this Committee to read the report of our 
recent hearings, concerning CCC operations, insofar as they relate 
to ICA participation in this program. 

Mr. Hardy has made a profound statement. The answer must 
come from within the agency. We can make all the recom menda- 
tions we want to, but if administratively they don’t attempt to do any- 
thing about them and absolutely fail to correct deficiencies and in- 
efficiencies, our labors are in vain. Maybe a housecleaning is needed. 

Chairman Morean. Mr. Wainwright. 

Mr. Wartnwreicut. I have two brief questions. One is to whether 
Mr. Fountain’s committee has a written report on the information he 
has just given us? 

Mr. Fountarn. We have not as yet. It is a long-range investiga- 
tion. I think maybe I can give to the committee in memorandum 
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form some of this information which may be helpful to it in werkeers 4 
these problems and carrying out our responsibility in connection with 
the mutual security program. 

(The memorandum referred to is as follows:) 


RESALE UNDER ICA FINANCING OF COMMODITIES PURCHASED FrRoM CCC 


Since early 1958 the Intergovernmental Relations Subcommittee of the Com- 
mittee on Government Operations has been conducting an extensive investigation 
of the activities of the Commodity Credit Corporation.. The subcommittee has 
been particularly interested in the possibility of “windfall” profits being obtained 
by firms which buy surplus agricultural commodities from CCC or obtain export 
subsidies on such commodities and then resell the same commodities to Govern- 
ment agencies or under Government financed programs. The subcommittee took 
testimony from representatives of the International Cooperation Administration 
on July 2, 17, and 18, and October 1, 1958, on the possibility of windfalls being 
paid from funds appropriated for that agency. 

During the past 5 years about $2 billion in funds appropriated for the ICA 
and its predecessor agencies has been spent to finance exportation of surplus 
agricultural commodities from the United States. The bulk of these funds has 
been spent on programs established first under section 550 and then under 
section 402 of the mutual security legislation. About $700 million has been spent 
to finance cotton exports and more than $500 million for wheat and flour. Large 
amounts of feed grains, fats and oils, and dairy products have also been financed 
for export. A very substantial portion of the surplus commodities financed 
for export by ICA originated in CCC stocks; much of the remainder was sub- 
sidized for export by CCC. 

Although the bulk of commodities financed by ICA are either obtained from or 
subsidized by the CCC, almost all of the transactions are financed through private 
exporters. Legislation authorizing the program contains language indicating 
that private channels of trade should be used “to the maximum extent prac- 
ticable.” However, ICA witnesses stated that this was not regarded as a manda- 
tory requirement that private channels of trade be used without revard to 
excessive costs or other considerations. This is confirmed by the fact that 
ICA on a number of occasions has financed exportation of commodities under 
section 402 on a government to government basis without use of private exporters 
or importers. 

During its investigation, the subcommittee has so far been able to examine 
closely only a small number of the many transactions in which commodities 
sold or subsidized by CCC have been financed for export by ICA. However, 
even this limited examination developed evidence of very substantial markups 
between the price at which CCC sold commodities and the price at which ICA 
financed the very same commodity. Although the subcommittee investigation 
was begun more than a year ago, ICA has not provided any real assurance that 
“windfalls” are not still occurring. There is little evidence to show that ICA 
has ever tried to determine what services are being performed by exporters, 
whether the services are necessary, whether the costs are reasonable, and whether 
it would be more appropriate to compensate exporters for necessary services as 
agents or broters. rather then entrepreneurs 

The subcommittee investigation disclosed that an extremely high percentage 
of ICA funds are being paid to a small number of very large firms. During 
the 3% vear period from January 1954, to June 30, 1957, the Continental Grain 
Co. alone, with its subsidiaries, received more than $166 million in ICA funds. 
Six firms received a total of more than $518 million and 20 firms received more 
than $833 million. A list of the firms, with the amounts received, appears on 
page 158 of the subcommittee hearing. Although ICA described these and other 
firms receiving ICA funds as “U.S. firms,” many of them are actually worldwide 
firms owned or controlled by foreign interests. ICA witnesses admitted that 
its test of a “U.S. firm” (whether or not the firm has an office in the United 
States) is a definition broad enough to take in almost anyone, including the 
official Russian Government trading agency. 

Transactions under section 402 involve “sales” of commodities for foreign 
currencies. 402 transactions are authorized through agreements between the 
U.S. Government and a foreign government, under which ICA makes available 
a specified amount of dollars for financing of exports. The foreign government 
usually issues subauthorizations to importing firms in its own country. These 
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importers then make their own arrangements with exporting firms in the United 
States for purchase of the designated agricultural commodity. When the ex- 
porter loads the commodities on board ship he submits a copy of his sales invoice, 
along with copies of the bill of lading, to a designated bank (usually in New 
York) and is immediately paid by the bank, which in turn is immediately re- 
imbursed by ICA. The foreign importer pays the agreed price in foreign currency 
to a special account in a bank in the foreign country and the foreign currency 
then becomes available for use in foreign-aid programs. Foreign currency is 
often loaned back to the foreign country. 

In 402 transactions ICA pays out dollars to the exporter and the importer pays 
foreign currency at an agreed exchange rate. These agreed exchange rates have 
often been unrealistic and much more favorable than the free or black market 
exchange rate. In such cases an opportunity arises for substantial profits 
through utilization of 402 transactions as a means of converting foreign currency 
into dollars. When the amount paid out by ICA on a particular transaction is 
sufficient only to cover the cost of acquisition of the commodity concerned in the 
United States, plus the reasonable value of the services rendered by the exporter, 
there is little room for abuse. However, if the amount paid by ICA exceeds the 
cost of the commodity and the reasonable value of the exporter’s services, ICA 
funds are diverted into excessive profits for exporters. In order to prevent such 
diversion of ICA funds, prices charged by exporters in 402 transactions are 
subject to review by ICA. 

ICA procedures and price review leave a great deal to be desired. For 
example: ‘ 

ICA has given banks authority to pay out millions of dollars on its behalf but 
has absolved the banks from responsibility in some cases even where payments 
are made on the basis of incomplete or irregular documents. ICA usually does 
not examine a transaction until several months after payments are made. 

Although the subcommittee has been informed that improvements are being 
made, there are still no clear written procedures, precedents or standards for 
price analysis of agricultural commodities and until very recently no adequate 
records were kept of transactions analyzed. 

Transactions between affiliated or related firms are given no special analysis, 
even though special opportunities obviously exist for collusion on such trans- 
actions. 

Many transactions were never given any price review and there is little evi- 
dence that an adequate sampling procedure was used to select transactions which 
were analyzed. ICA supposedly performed price reviews on 38 percent of 
agricultural commodity transactions by value during fiscal years 1955 through 
1957; however, the subcommittee inquired concerning 13 separate transactions 
involving 7 different commodities and at least 74 different shipments over a 
period of more than 1 year and was told that ICA had not analyzed a single one. 

Although ICA spends an average of well over $100 million a year to finance 
agricultural commodity transactions it had only one person assigned full time to 
carry out price review and a vacancy existed in this position for more than a year. 
ICA cited lack of available funds for hiring of personnel as an excuse although 
ICA officials admitted that additional personnel would more than likely recover 
far more than the cost of hiring them. Furthermore, although claiming inability 
to obtain sufficient personnel for price review, ICA was able to locate some 30 to 
40 persons to do overtime work in compiling information used to justify the 
continuance of foreign-aid spending. 

ICA price analysis is made on the basis of the contract between the exporter 
and importer. However, ICA does not require furnishing of the contract date 
until as much as 5 or 6 months after the contract supposedly was made even 
though the price of the commodity—and thus the price eligible for ICA financ- 
ing—may vary widely during this period. This procedure provides an obvious 
opportunity for fraud through furnishing of a false contract date which would 
justify a higher price than the actual contract date. 

ICA often does not have sufficient information on which to base an adequate 
price analysis. The subcommittee investigation disclosed a number of instances 
where Forms 280 (information abstracts furnished by suppliers) were incomplete 
or inaccurate. ICA does not even require furnishing information as to delivery 
dates required under the contract even though such dates are needed to deter- 
mine whether a cash or a futures price should be applicable. E ‘porters are not 
required to disclose whether commodities financed have been purchased from or 
subsidized by CCC nor are they required to disclose the amount of the CCC sales 
price or subsidy. 
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Liaison between ICA and CCC appears inadequate to inform ICA, on particular 
transactions, whether commodities financed came from CCC stocks and, if so, 
the price at which sold by CCC. 

The declared policy of ICA is to obtain a refund from the exporter in the event 
of overpricing, and to require a refund by the country concerned only where ICA 
cannot collect from the exporter. However, it appears that in a number of 
instances ICA has made no attempt to collect from the exporter and has repro- 
gramed funds recovered from countries, with the result being that ICA has spent 
the same amount of dollars, the transaction is wiped off ICA books, and the 
exporter retains his illegal profits. 

The limited examination of individual transactions by the subcommittee to date 
disclosed, among other things, that ICA had financed exportation of 7,000 tons of 
rice to French West Africa at about $58 per ton, even though the rice had been 
sold by CCC for only $38 per ton. ICA is considering a claim for about $100,000 on 
this transaction. The subcommittee also found that in some instances ICA audit 
personnel had questioned payment of commissions where agents were not identi- 
fied in accordance with ICA regulations, but had not objected to other payments 
under identical circumstances. The subcommittee is now examining a number 
of additional transactions in which commodities sold by CCC were financed 
by ICA. 

The subcommittee investigation, although it has been in progress for more than 
a year, will not be completed for some time. The investigation is very time con- 
suming because of a number of factors, including the complicated nature of the 
transactions involved, the tremendous volume of exports involved, and the 
difficulty experienced by the subcommittee in obtaining necessary information. 
Insofar as ICA is concerned, the subcommittee’s difficulty in obtaining informa- 
tion has not involved refusal to furnish requested information as much as it has 
involved inability to provide the information because records making the informa- 
tion easily available either were not maintained or were not kept current. For a 
time, the subcommittee’s work was delayed and its staff inconvenienced by 
instructions to ICA operating personnel not to answer even routine questions or 
provide routine information without specific clearance, but there has been a 
definite improvement in this situation in the past 2 or 3 months. 

The Intergovernmental Relations Subcommittee’s investigation has, as is 
brought out above, disclosed a number of situations requiring corrective action. 
These matters have, of course, been brought to the attention of the executive 
agencies concerned through hearings and informal discussions with agency per- 
sonnel. However, for the reasons previously mentioned, it will be some time 
yet before the subcommittee will be in a position to make a formal report setting 
forth complete and comprehensive findings and recommendations. In the mean- 
time, I should like to make some suggestions regarding corrective action for 
consideration by the Foreign Affairs Committee. I want to make clear that, 
since the subcommittee has not yet made its report, these suggestions represent 
my personal opinion on the basis of the facts developed to date and are not 
intended to represent the position of the subcommittee. I should point out, also, 
that in some instances all or part of the corrective action suggested may already 
be in progress as a result of the subcommittee investigation. 

In my opinion: 

I. Immediate consideration should be given to changing ICA procedures to re- 
quire furnishing of such additional information and assurances by suppliers as 
are necessary for adequate price analysis of agricultural commodity transac- 
tions. Among other things, ICA should— 

(a) require furnishing of contracts or abstracts on the day the contract 
is made in the case of all large transactions. (Abstracts should include 
quality, terms of payment, required delivery dates and any other informa- 
tion which might affect the price.) Price analysis on the basis of the con- 
tract information furnished could then be made, in many instances, prior 
to actual payment of ICA funds, since the contract date usually precedes 
shipment of the commodity by at least 2 or 3 weeks and often much longer. 
This would make it possible to detect overpricing before ICA funds are 
paid out, instead of months afterward ; 

(b) where feasible, require furnishing by exporters receiving ICA financ- 
ing of a specific warranty or statement regarding whether or not the com- 
modities involved are from CCC stocks or are being subsidized for export 
by CCC; 
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(c) prohibit financing of transactions between affiliated or related com- 
panies as buyer and seller or establish adequate safeguards to prevent pos- 
sible collusion in such transactions ; 

(d) provide for more adequate arrival reports on large transactions, at 
least on a spot check basis, to make certain that the quantity and quality 
actually delivered is in accordance with that financed by ICA; and 

(e) establish more effective liaison with CCC to prevent unnecessary ex- 
pense to the taxpayers in financing by ICA of commodities sold or subsidized 
by CCC. 

II. A thorough study should be made of present methods of Government 
financing of surplus commodity exports, with a view to determining whether 
they are the most desirable from the standpoint of efficiency and economy. 
Such a study should include consideration of— 

(a) what services are performed by companies receiving section 402 funds 
where the commodities involved come from CCC stocks or are subsidized by 
CCC. The study should ascertain whether such services are necessary, 
whether the cost to the taxpayers is reasonable, and whether it would be 
more desirable to compensate firms performing necessary services as brokers 
or agents, rather than as entrepreneurs ; and 

(b) whether the present method of allowing banks to make payments on 
behalf of ICA without opportunity for audit properly protects the public 
interest. 

III. Regulation I and other procedures applicable to price review should be 
revised to reflect changes in ICA and other Government programs since these 
regulations were promulgated. A careful analysis of the legal aspects of ICA 
financing of commodity exports should be made to insure that there is adequate 
authority to recover from exporters in the event of overpricing or other ir- 
regularities. 


The above suggestions are, of course, not intended to cover all aspects of ICA 
financing of agricultural commodity exports, but simply to bring the points men- 
tioned to the attention of the Foreign Affairs Committee for its consideration. 
I will be glad to provide any further information I have that may be helpful to 
the committee. 

Mr. Warnwricur. My other question is directed to Mr. Hardy. 
Has any of the information in this excellent report been put in written 
form so we may look at it in a little more detail ? 

Mr. Harpy. No, it has not. Of course we have our hearings, our 
transcripts. If your staff needs them we will be happy for them to 
scrutinize them, but they have not been printed yet. 

Mr. Watnwricut. It seems to me some of our chairman’s staff 
would want to look at it. 

Chairman Morcan. Mr. Hardy has been very cooperative, Mr. 
Wainwright. He has invited members of our committee and our 
staff to sit in on his hearings. An invitation was issued at the be- 
ginning of his hearings, and we have been assured that we are always 
welcome over there. 

Mr. Warnwricut. I think this has been an excellent report, Mr. 
Chairman. Thank you. 

Chairman Morean. Mr. Fascell. 

Mr. Fascertyt. Mr. Chairman, I yield very briefly for a comment to 
Mr. Beckworth. 

Mr. Beckworrn, Thank you, Mr. Fascell and Mr. Chairman. 

Mr. Hardy, I want to commend you on the statement you have 
made, and say this: When some of the ICA people were here the 
other day, I asked what does it cost to recruit each individual, and I 
was told $2,000. I fear this is high. I was told the agency is going to 
recruit, out of 1,100 this fiscal year, 50 through the Civil Service 

ommission. The thought comes to my mind if they would use the 
Civil Service Commission to recruit a much higher percentage of 
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their people instead of doing otherwise, they might have a purer 
situation there. In my opinion keen competition for jobs is con- 
ducive to a more wholesome situation. 

Mr. Harpy. I think the question of personnel, overall, would bear 
some close scrutiny. 

Mr. Becxwortu. I hope they will use the Commission more. 

Mr. Harpy. Well you might be interested in finding out how they 
recruited Mr. Haines Miller, and how they recruited Mr. Daniel 
Harkins who was also another one who reported some deficiencies 
and for his pains got fired. 

Chairman Morgan. Mr. Fascell. 

Mr. Fascett. Mr. Chairman, I want to compliment Mr. Hardy and 
his subcommittee for a very fine job. These investigations we all 
realize are very, very difficult, they are not pleasant under any condi- 
tions and yet we all realize that something must be done. 

I think it is very significant that the chairman of the subcommittee 
has pointed out, and I think very clearly and very properly so, that 
he is dealing with a postaudit. He has pointed out and documented 
very carefully and thoroughly the areas that need correction. I think 
now that all of us—that is the Executive and Congress—should do 
everything we can to see that those corrections take place. But spe- 
cifically as they relate to this committee, what are we going to do 
about it ? 

I have this observation to make. Number one, you can’t legislate 
honesty. You have to catch the crooks and throw them in jail. That 
is an administrative problem primarily and a legislative problem 
secondarily, and only in an investigative capacity. 

Now on policy questions. His study, along with prior studies 
which have Goon made, has indicated to me a very deep need for some 
clear thinking on policy matters. Whether changes ought to come out 
of this committee, or whether they should be originated by the Ad- 
nomena I don’t know, but certainly we ought to all think about 
them. 

Mr. Hardy, you might be interested to know that I have inter- 
rogated along this line time after time in this committee. On the 
question of programing, requirements, ultimate objectives, goals, and 
the methods and the procedures. And in the testimony in this com- 
mittee starting on page 3173, to the end of that particular day, April 
24—that is the most recent of my questioning. In programing mili- 
tary assistance in Europe and in determining requirements per coun- 
try, we find this kind of a situation: The country team and the 
MAAG group list requirements, deficiencies—they ‘don't rogram— 
they list the deficiencies as against force objectives laid down by 
NATO and J.C.S. And those lists of requirements as to military 
Syrt yay then come up here and are programed. We find, at least 
I did for the first time, a definite statement in the testimony that as 
far as the force objectives are concerned, established by NATO, their 
programing is on a 5-year basis. 

. Harpy. That is another point that I had in here to discuss, 
but I didn’t get to it. 

Mr. Fascretu. That was one problem. The next question I got 
around to was, how do you know at a specific point what a particular 
country needs; what we are trying to do; and how far along are we 
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in doing it, both militarily and economically? I think basically that 
is the question you are after. And if you can’t show these — by 
your books and evaluations then there is no way for anyone else to 
properly evaluate. 

Mr. Harpy. That is just exactly the point. 

Mr. Fascetxt. Now where do we get to as far as this committee is 
concerned ? 

Number 1, you point out something which has been documented 
time and time again: a force objective laid down, that is a military 
objective for a country, was not a military consideration. Specifi- 
cally, you pointed out a case. It was a pure political decision. 

Mr. Harpy. That is correct. 

Mr. Fascett. Now I think—— 

Mr. Harpy. I can give you some other illustrations. 

Mr. Fascetzi. Obviously. They have been laid down time after 
time. 

Now I think—and they are probably very clear in their own mind 
at the administrative level as to what is being done country by coun- 
try, and what decision takes place. It is either clear military, it is 
clear political, or a combination of both. It seems to me in order for 
us on this committee to evaluate it, if we are on a country by country 
basis, or region by region basis, we have to know the nature of the 
decisions. 

That means then that we have to discuss, or think about, the policy 
matters of this program as it relates to purely military decisions, and 
purely political decisions, and be satisfied in our own mind that we 
are getting our money’s worth, based on that decision. 

The difficulty is encountered because the program, at least as I have 
been able to determine it, is formulated in the recipient country by 
the country team, and therefore the political considerations are 
molded in the program at that point and they still have the chance 
up here after the program has come on up for political considerations, 
to be put into the program again at top level. 

Mr. Harpy. You can’t even find out who put them in. 

Mr. Fascetxu. That is right, sir. 

This, then, means that you can have political decisions concerning 
men, military equipment, and all of the spare parts and economic needs 
going into a country. 

Mr. Harpy. And you do have them. 

Mr. Fascetu. That is misleading—not misleading, but uninten- 
tionally misinforming people as to the fact that this is purely a 
military necessity when it isn’t. 

Mr. Harpy. You have got aircraft going to countries under mili- 
tary assistance programs directly contrary to the recommendations 
of the military. 

Mr. Fascett. I will say this: The work of this subcommittee has 
documented specific Administration deficiencies which obviously need 
correction but also they have brought to light policy questions which 
might either be dealt with legislatively by this committee or they 
must be policy changes which must come from the Administration. 

Chairman Moraan. Mr. Farbstein. 

Mr. Farsstetn. I have just one question, and that is all. 

Now you said that if the program were properly administered, it 
can be carried out with a fraction of the money appropriated ? 
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Mr. Harpy. I am convinced of that. 

Mr. Farsstrern. You wouldn’t say, however, if only a fraction of 
the money were appropriated, that we would then obviate the pos- 
sibility or even the probability of bad administration ? 

Mr. Harpy. I wish I could say that. 

Mr. Farsstern. The point I seek to make is, The mere reduction of 
the program in and of itself would not assure anyone of the fact that 
the administration would be good and that there would be no pecula- 
tions as such ? 

Mr. Harpy. Unfortunately that is true. 

Mr. Farsstern. Thank you. 

Chairman Morecan. Thank you, Mr. Hardy. The committee stands 
adjourned until 2: 30. 

(The following correspondence has been submitted for inclusion in 
the record at this point :) 

COMMITTEE ON FOREIGN AFFAIRS, 
May 12, 1959. 
Hon. Jonn 8. MONAGAN, 


House of Representatives, 
Washington, D.C. 


Dear COLLEAGUE: This is to acknowledge your letter of May 11 and to advise 
that in accordance with your request I have been very pleased to have it in- 
cluded in the reeord of our current hearings on the extension of the Mutual 
Security Act. 

I very much appreciate your recent appearance before the Committee on 
Foreign Affairs, and the further expressions contained in your letter will prove 
very helpful in the committee’s consideration of this legislation. 

With kindest personal regards and best wishes, I am 

Sincerely yours, 
THomas EB. Morcan, Chairman. 


HOUSE OF REPRESENTATIVES, 
Washington, D.C., May 11, 1959. 
Hon. THoMas E. MorGan, 
Chairman, House Committee on Foreign Affairs, 
House Office Building, 
Washington, D.C. 


Dear Dr. Morean: I appreciated the opportunity to appear before the House 
Foreign Affairs Committee with Congressman Hardy and Congressman Griffin 
in connection with your consideration of the mutual security program and I 
expected to have an opportunity to speak briefly. Unfortunately, however, a 
rolicall interrupted the meeting and when I returned I found the committee 
had adjourned. I am, therefore, sending this letter to you with the request 
that it be inserted in the record. 

As a new Member, I have several impressions that may have some signifi- 
eance. First of all, I am impressed with the value of having a Foreign Opera- 
tions Subcommittee of the Government Operations Committee with the obli- 
gation of examining into the actual operation of our foreign program. I feel 
strongly that Chairman Hardy and his staff have done an outstanding job in 
bringing to light the facts which he presented before your committee. Secondly, 
I am impressed with the cooperation which exists between your committee and 
our subcommittee. It seems to me that we both can plow separate furrows and 
achieve results which will be more beneficial to the country than if both groups 
did not exist. 

With reference to mutual security legislation itself, I can phrase my attitude 
in no better words than those used by Congressman Hardy “that the philo- 
sophical purposes of the legislation may not be achieved if you do not elimi- 
nate the deficiencies presently existing in the program.” 

The story which Mr. Hardy presented is wholly factual. These facts can- 
not be disregarded. At the same time, we must take into consideration the 
rising tide of disenchantment with our foreign programs which exists in the 
country today. If the mutual aid program is to continue (and I favor its con- 
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tinuance) it will need public support. My district is one which is not unfavor- 
able toward our foreign aid program, but if the defects of this program con- 
tinue in their present volume, I very much fear that this support will be 
diminished. 

In our investigation of Laos we came upon the story of the 25 four-room shacks 
constructed at a cost of $30,000 each for the American personnel which became 
inundated in the rainy seasons and eventually had to be torn down because of 
their adverse propaganda effect. This is the sort of thing which we must 
eliminate if our present programs are to be successful. 

My main impression of the International Cooperation Administration is that 
the responsible officials of that agency do not have a sufficiently acute sense 
of urgency about the necessity of taking strong measures to improve their 
program where possible and to eliminate inefficient or criminally inclined person- 
nel where they exist. 

I hope that you will have these observations and the whole record of the 
hearings of the House Operations Subcommittee in mind when you write 
your proposals for mutual security legislation. 

Sincerely yours, 
JOHN S. MonaAGAN, 
Member of Congress. 


(Whereupon, at 12:25 p.m., the committee adjourned.) 




















MUTUAL SECURITY ACT OF 1959 


MONDAY, MAY 11, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFAIRS, 
Washington, D.C. 


The committee met at 10:30 a.m., in room G-3, U.S. Capitol, Hon. 
Thomas E. Morgan (chairman) presiding. 

Chairman Morean. The committee will come to order. 

We meet in executive session on the extension of the mutual se- 
curity authorization for fiscal year 1960. 

Our witness this morning is Hon. Joseph Campbell, Comptroller 
General of the United States. 

Mr. Campbell, I see you have two statements, one marked “Secret” 
and one “Unclassified.” You may proceed with the unclassified one 
first. 


STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL 
OF THE UNITED STATES 


Mr. Campsett. Thank you, Mr. Chairman. 

Mr. Chairman and members of the committee, we appear before you 
today at the request of your chairman to summarize for you some ob- 
servations we have made from a review of the proposed economic and 
technical assistance programs for China (Taiwan), Korea, and Viet- 
nam for the fiscal year 1959, as shown in the mutual security program 
presentation submitted to the Congress for that year. 

Assistance proposed for these three countries totaled in excess of 
$500 million, or about one-third of total proposed nonmilitary as- 
sistance (excluding the Development Loan Fund) for fiscal year 1959. 
Our report on this review is in the final stages of processing and we 
expect to issue it very shortly. 

The principal purpose of our review was to ascertain whether. the 
form and content of the program presentations for China, Korea, and 
Vietnam were as complete and accurate as to be of maximum as- 
sistance to the responsible congressional committees in their review 
and evaluation of the reasonableness of the funds requested. 

We also made a comparison of the form and content of the proposed 
programs for the same three countries for fiscal year 1960, as shown 
in the presentation books recently sent to the Congress, with those in 
the 1959 presentation. 

Our review and the observations derived therefrom are premised on 
the considerations that the mutual security program is a complex, 
widely dispersed, and financially sizable activity, which is the subject 
of considerable public and congressional interest; that the basic pro- 


1739 











1740 MUTUAL SECURITY ACT, 1959 


gram presentation to the Congress is unavoidably a complicated and 
voluminous document, the examination of which, together with the 
supplementary data and testimony adduced in the course of congres- 
sional hearings, adds up to a difficult and time-consuming task for 
the responsible congressional committees; that in these circumstances 
we believe it is incumbent on the executive branch to continuously 
explore all practical means to facilitate the task of the congressional 
committees; and that our office, as an agent of the Congress, should 
lend its assistance. 

In our opinion, one of the most productive means lies in improving 
the form and content of the basic program presentation. Such im- 
provement should be directed toward making the presentation as 
easily understandable, compactly complete, and factually accurate 
as is practicable within the limitations of reasonable size. The ob- 
jective should be to have the basic program presentation provide 
within itself the maximum of essential data relative to the proposed 
programs and thus lessen the need for supplementary information. 

To achieve this objective is a formidable and continuing challenge 
to which the International Cooperation Administration and respon- 
sible officials in the Department of State have devoted considerable 
effort, which has been reflected in progressively better annual presen- 
tations. It is in the context of these considerations that our observa- 
tions are offered. 

The essence of our observations is— 

(1) The program presentation for nonproject assistance, while 
it reasonably demonstrates the need for such assistance, gives no 
clear information as to how the amounts proposed were deter- 
mined. 

(2) The program presentation for project assistance does not 
show the overall annual financial progress of such assistance. Also 
for certain projects for which additional funds were proposed for 
1959, astant implementation in 1958 was considerably less than 
the agency’s estimates as shown in the 1959 presentation. Fur- 
thermore, significant increases from year to year in the estimates 
of total ICA financing of certain large projects were not dis- 
closed in the presentations. 

We believe that the inclusion of the above data in the basic pro- 
gram presentations for future years, together with more accurate 
estimating of current year implementing capability, would contribute 
to a more informative presentation and thereby facilitate the process 
of congressional authorization and appropriation for the mutual 
security program. 

ICA, in its comments on the draft of our report, has expressed itself 
as generally not receptive to our observations and suggestions. In 
the following part of this statement we shall discuss briefly our ob- 
servations and suggestions, together with the agency’s comments and 
our views thereon. 

The basic program presentation classifies economic and technical 
assistance in two general categories—nonproject and project. Our 
discussion is organized according to these categories. 
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NONPROJECT ASSISTANCE 


This type of assistance is designed to serve broad purposes related 
mainly to the overall economic and political stability of the recipient 
country as distinguished from project assistance which is directed to 
designated undertakings. Dollarwise, nonproject assistance has been 
the larger segment of economic assistance, excluding the Development 
Loan Fund. 

In the program presentation for 1959, it accounted for $1,166 mil- 
lion, or 77 percent of total proposed economic assistance, and $389 
million, or 75 percent of the total proposed for China, Korea, and 
Vietnam. 

A cursory review of the program presentation for fiscal year 1960 
indicates that, except for some expansion of the text dealing with the 
need for nonproject assistance, its form and content are substantially 
the same as the presentation for 1959. 


General description of aid objectives adequate, but no information how 
proposed amounts are determined 

The program presentation for each of the three countries, in the 
narrative text, describes the objectives and accomplishments of eco- 
nomic assistance and the major problems of the recipient country in 
a manner which, on the whos, reasonably demonstrates the need for 
nonproject assistance. Thus, the presentation generally refers to 
the several factors which influence and determine the need for assist- 
ance, such as the recipient country’s shortage of foreign exchange, 
the generation of local currency needed for budgetary support and 
other purposes, or predominant foreign policy considerations. 

As to the proposed amount of such assistance, however, the presenta- 
tion merely states the amount required to meet that need for the fiscal 
year 1959 without any information as to how that amount was deter- 
mined. No indication of the amount required is evident from the 
text or the statistical data given in the presentation. 

The considerations motivating US. assistance, and the measure of 
their relative influence, are for the most part somewhat abstract in 
terms of their monetary significance, and the amounts proposed for 
nonproject assistance are generally the result and reconcilement. of 
various judgments and decisions within the executive branch. For 
these very reasons and because the amounts proposed are of consider- 
able magnitude, we believe it is important that the presentation spe- 
cifically identify the individual considerations on which the proposed 
amounts are based, the relative weights of such considerations, and 
the manner in which the proposed amounts are determined. 


Economic and budgetary statistics not correlated with proposed 
amount of aid 

Each country presentation includes tabulations of statistics on eco- 
nomic trends and central government finances which indicate the 
status of certain segments of the country’s economy and finances for 
several recent years. These statistics are apparently intended to be 
of some guidance in considering the proposed assistance program. 
However, they cannot be correlated individually or collectively with 
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one another or with the proposed amount of assistance and consequently 
provide little if any guidance in judging how the proposed amount 
was arrived at. 

We understand that the balance-of-payments position in each of the 
three countries was one of the significant factors in developing the 
proposed amount of assistance. ‘This fact should have been brought 
out more clearly by showing in the statistical part of the presentation 
a summary statement identifying the major sources of foreign ex- 
change receipts and disbursements and the resulting balance-of-pay- 
ments position—generally deficit—projected through the budget year. 
This information, we think, would be helpful not only in relating the 
balance-of-payments position to the proposed amount of assistance, 
but also in providing a basis for inquiry concerning the balance-of- 
payments components and collateral matters. 

“Pipeline” of unliquidated obligations not shown 

Progress in implementing nonproject assistance funded in pre- 
vious years is a significant factor in determining the amount pro- 
posed for such assistance, and we believe that data showing the ex- 
tent of implementation from year to year should be included in the 
basic presentation. Such progress would be evidenced by the total 
expenditures—actual or estimated—for nonproject assistance for each 
of the 3 years shown in the presentation and by the total unliquidated 
obligations—“pipeline”—for such assistance at the close of each year. 

This data, together with the total annual obligations shown in the 
presentation, would permit measurement of the actual fulfillment of 
previously authorized assistance as well as the annual pace of fulfill- 
ment a would be a valuable guide in appraising the amount of 
assistance proposed for the coming year. 

Agency comments 

ICA contends that the presentation books—which have been the 
subject of our review—are only part of the justification for the pro- 
gram and that its presentation cannot be judged for completeness 
and adequacy without considering the extensive additional material 
submitted during the congressional hearings and the detailed testi- 
mony of agency oflicials. 

We are aware that this supplementary material and testimony, to- 
gether with the presentation books, constitute the full range of the 
program presentation and that this total information taken collec- 
tively may include some of the data we have referred to. However, 
we do not believe, as the agency seems to, that supplementary infor- 
mation submitted during the course of the hearings is as useful as if 
it were initially contained in the presentation books. The agency 
acknowledges that the presentation books are designed to present, 
insofar as possible, all the basic data, country by country. e think 
that what we are recommending constitutes significant basic data. 

We further believe that inclusion of the recommended data will 
enlarge the program books little if at all, and that offsetting reduc- 
tions can be made in the extensive narrative on the other elements of 
nonproject assistance; and that such inclusion will make for a more 
balanced, comprehensive, and logical presentation with the maximum 
basic data available to the congressional committees from the begin- 
ning of the congressional reviews. 
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ICA maintains that the balance of payments data, as shown in the 
country presentations, are related to the proposed amount of assist- 
ance and furnish the basic information on which an informed judg- 
ment can be made. With this contention we are forced to disagree. 

With respect to “pipeline” data, the agency states that it presently 
reports pertinent trends by major appropriation and furnishes sup- 
plementary information on nonproject components. According to 
ICA, pipeline data are reported by country exactly in accordance 
with the request of the House Committee on Appropriations. This 
position ignores the essence of our observation that relating total 
annual obligations and expenditures and total unliquidated obliga- 
tions at the close of each of the 3 years shown in the presentation would 
indicate the pace of program implementation and thus facilitate evalu- 
ation of the amount of aid proposed for the coming year. 

The complex considerations that underlie the decisions of the execu- 
tive agencies, as to the amounts proposed for nonproject assistance, 
argue strongly for as complete and informative a presentation as 

ractical. We believe that the actions we have suggested will help 
in achieving that end and also be responsive to the purpose and ty 
of information contemplated by section 537(f) of the Mutual Be 
curity Act, which was added by the Mutual Security Act of 1958. 

Supporting material compiled by the agency in connection with 
developing the annual program for each country contains computa- 
tions underlying the requirements for nonproject assistance. We 
believe that these computations constitute substantially the infor- 
mation on how the proposed amounts of nonproject assistance were 
determined. 

PROJECT ASSISTANCE 


Project assistance proposed for 1959 aggregated $351 million, or 
about 23 percent of total proposed nonmilitary assistance, exclud- 
ing the Development Loan Fund. Project aid for China, Korea, 
and Vietnam amounted to $129 million, or 25 percent of total eco- 
nomic assistance proposed for these countries. 


Shortcomings in data on financial status 


A general observation on the presentation of project assistance 
was the absence of data on the overall financial status of such as- 
sistance. Each of the three countries had a substantial “pipeline” 
of unliquidated obligations. At June 30, 1958, this pipeline ap- 
proximated or exceeded the cumulative expenditures for the 3-year 
period 1956-58. 

Within this pipeline, we further noted for a representative num- 
ber of projects shown in the book of “major open projects”—a sup- 
plement to the basic presentation books—that their actual imple- 
mentation in the form of obligations, subobligations, and expendi- 
tures differed substantially from the estimated amounts shown in the 
project book. Subobligation is the term used by ICA for the action 
pursuant to which the agency authorizes the procurement of specific 
commodities or services required to carry out the purposes of the 
project agreement. 

Our review also disclosed significant increases from year to year 
in the total estimated costs of ICA financing for individual major 
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projects, but these increases were not disclosed in the book of major 
open projects. 

The above matters appear to indicate, at least in part, conditions 
of inadequate planning and premature obligating which are in- 
tended to be remedied by section 517 of the Mutual Security Act 
enacted in 1958. Several of the projects to which we have refer- 
ence are also included in the program presentation for fiscal year 
1960; they are of a continuing nature and additional funding by 
ICA has been proposed beyond June 30, 1959. 

Large financial pipeline 

The presentation of the proposed 1959 country programs did not 
show the pipeline of unliquidated project obligations which existed 
at June 30, 1958. In each of the three countries examined by us 
this pipeline approximated or exceeded cumulative expenditures for 


the preceding 3-year period 1956-58, according to the financial records 
of ICA: 








[In thousands] 
Unliquidated| Expenditures 
obligations, in 3-year 
June 30, 1958 period, 
1956-58 
SE AES RRS ES EIST: | Sis SRA ELE PEE foe yd <7 Pe Oe Ob Se Oe RES ee meee Tee eee $76, 253 $73, 269 
REE ER a ee Se eS ae eT RL ee RE NT Se 132, 988 84, 833 
Wo cekab an Racsnbcdetnts4cktnboadenducukdnduublbacntbupeodeediuhes 58, 465 61, 176 











Although this condition does not, as a single factor, permit any 
conclusions as to the amount of funds needed, or not needed, in the 
ensuing year, it is a general indicator of the progress and status of 
project implementation and its disclosure would afford an oppor- 
tunity for inquiry which could bring out further information helpful 
in determining funding needs. Our previous audit reports to the 
Congress on these and other countries receiving IC'A assistance have 
directed attention to conditions indicating that financial commitments 
were running considerably ahead of reasonably timely project imple- 
mentation. As a result, funds may be immobilized over a period of 
years and a backlog of program activities is created, adding to the 
administrative burden of project execution in future years. 

The position of ICA is that a large piepline in itself does not create 
doubts as to whether requested funds are needed. The agency points 
out that it is necessary to evaluate procurement leadtime for the 
various components of a program in order to judge whether a pipe- 
line is too large. The agency further maintains that a comparison of 
expenditures for a 3-year period to an existing pipeline ignores the 
necessary pipeline buildup and appropriate expenditures trends. 
According to current ICA estimates for fiscal year 1959, expenditures 
for projects in China and Vietnam will approximate project obliga- 
tion, whereas those for Korean projects are expected to substantially 
exceed obligations. 

The relationship of unliquidated obligations at June 30, 1958, to 
the cumulative expenditures for the 3-year period indicated an over- 
all procurement lead time much longer than generally required for 
industrial equipment. It is also noteworthy that a significant portion 
of the unliquidated obligations was not “subobligated,” a stage in 
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the implementation process which precedes, and is requisite to, the 
taking of procurement action. 

We suggest that the value of overall pipeline data, as discussed 
above, to the congressional committees warrants its inclusion in the 
program presentation. 


Variations between estimated and actual project implementation 


For a number of major projects, for which funds were requested 
for fiscal year 1959, the actual obligations, subobligations, and ex- 
penditures at June 30, 1958, differed substantially from the agency’s 
estimates as shown in the book of major open projects. In the ma- 
jority of cases, estimated obligations were understated and estimated 
subobligations and expenditures were overstated. 

The failure of the estimates for subobligations and expenditures 
to come up to expectations weakened the reliability of an important 
segment of the presentation on project assistance. Moreover, this 
condition caused an enlargement of the financial pipeline with the 
result that certain implementation actions contemplated to be taken 
in fiscal year 1958 cannot be taken until fiscal year 1959. This addi- 
tional burden on the 1959 effort mage the advisability of reexamin- 
ing the status of these projects before programing additional funds 
for them. It would also appear that the agency should consider 
whether its estimates have been unduly optimistic and should be geared 
to a more realistic appraisal of what the agency can reasonably expect 
to accomplish, taking due cognizance of the problems inherent in 
implementing projects which also require the cooperation of the 
recipient country. 

ICA asserts that such comparison is misleading, particularly when 
applied to the projects selected by us, and that changes in capabilities, 

uirements, and the status of projects are not evidence of unrealistic 
estimates. According to ICA, it is necessary to evaluate the reasons 
for such changes in order to reach conclusions as to whether plans and 
estimates were reasonable. ICA furthermore points out that, viewed in 
total, its expenditure estimates have reasonably approximated actual 
expenditures. 

Ve find it difficult to accept the agency’s reasoning that its estimat- 
ing practices are sound as long as the overall estimates closely approxi- 
mate actual, even though substantial variations exist in significant 
segments such as the projects reviewed by us. Apparently there have 
been substantial compensating variations in other projects or activities. 

We believe that this condition raises doubt as to the agency’s esti- 
mating processes, since each project should be the subject of se 
review as to anticipated obligations, subobligations, and expenditures. 
It is true, as the agency claims, that such variations do not of them- 
selves permit definite conclusions and that there may be valid reasons 
for the variations. However, the fact that subobligations and ex- 
penditures for the majority of projects we examined were overesti- 
mated and in relatively large amounts, is reason for apprenhension 
regarding the basis of the estimates and for reexamination of this 

is. 

Particular significance attaches to variations between estimated and 
actual subobligations. These are actions to be taken by ICA and the 
recipient country preliminary to any necessary procurement action, 
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and their progress generally depends on how well a particular project 
has been planned, estimated, and firmed up. 


Failure to disclose large increases in estimated total costs of IC A- 
financed projects 

Estimated total financing by ICA for a number of large projects, 
as shown in the book of major open projects for 1959, has increased 
by relatively substantial amounts from the estimates shown in 1958. 
Generally, no explanation was offered and no reference was made to 
these increases in the 1959 presentation. 

Estimates by the overseas missions, relative to total costs of projects 
to be included in the open project book for fiscal year 1960—which is 
currently in preparation—likewise are considerably higher than the 
total anticipated financing shown in the preceding year’s open projects 


To cite several examples: 

1. For a project for expansion of electric power facilities, the esti- 
mate shown in the 1959 presentation was $9.2 million; the estimate by 
the mission for the 1960 presentation was [security deletion}. 

2. On a project for highway improvements, the 1958 presentation 
showed an estimate of $44.8 million; the 1959 and 1960 estimates by 
the mission were $65.6 and [security deletion] respectively. 

3. Another project, in the field of public administration, was esti- 
mated in the 1958 and 1959 presentations as [security deletion] re- 
spectively; the 1960 estimate by the mission was [security deletion ]. 

In all cases the estimated completion dates were advanced by one or 
more years. 

We believe that relatively substantial variations from year to year 
in the estimates of ultimate ICA project financing and the postpone- 
ment of completion dates constitute significant information deserving 
analysis and appraisal. These changes suggest questions not only as 
to the reasonableness of the proposed finding, but also as to the pro- 
graming procedures of the agency and the recipient country. In our 
opinion, the annual presentation books should take note of such large 
variations in estimated ICA financing and offer appropriate details in 
explanation thereof. 

CA states that it has evaluated variances in cost estimates in testi- 
mony before the committees and in supplementary presentations. The 
agency maintains that these changes in estimates may be obtained by 
a comparison of the books on major open projects from year to year, 
but that any further comparison would not be in accord with standard 
budgetary practice. Also, according to ICA, changes in cost estimates 
for Frage! #25 projects are not directly related to the appropriation 
needs for the year for which funds are requested. 

We believe that it is a part of the agency’s budgetary functions to 
make full disclosure in its basic program presentation of all significant 
factors bearing on the size of current and future appropriations and 
that substantial variations in estimated project costs are a significant 
factor in determining the amount ‘noded to finance proposed project 
assistance. From the standpoint of facilitating examination by the 
congressional committees, inclusion of this information in the book of 
major open projects, as co of the total presentation of a particular 
i would seem to be preferable to supplementary presentation. 

e do not believe that disclosure and explanation of such variations 
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would conflict with standard budgetary practice inasmuch as this 
data would be shown in the narrative section for each major project 
und would not interfere with the standard format devised by the 
agency for the presentation of the basic financial data. 

The agency’s contention that variances in cost estimates of long-term 
projects are not directly related to current appropriation needs ap- 
pears to us to assume that the Congress is expected te appropriate 
funds annually for long-term projects against current cost estimates 
substantially different from previous estimates, without being apprised 
of the differences and the reasons therefor. In our opinion, such an 
assumption would not. be compatible with the purpose of the appro- 
priation process. We believe that for major projects the agency 
should clearly set forth the financial plan, the proposed annual financ- 
ing, and any significant changes in their respective amounts and rela- 
tionship which have occurred since the last submission to the Congress. 

Mr. Chairman, this concludes our prepared statement. We shall 
be glad to respond to any questions which you and the other members 
of the committee may have. 

Chairman Morgan. Thank you, Mr. Campbell. 

Mr. Campbell, do you intend to proceed with this secret document ? 

Mr. Campse tt. I thought, Mr. Chairman, you might have questions 
on this first statement. We could discuss it and then go into the 
classified document later. 

Chairman Moraan. We will proceed in anyway you wish, Mr. 
Campbell. 

Mr. Campbell, would you take one of these books, for instance, the 
section dealing with Korea, here on page 81 and give us an example 
of how your criticisms apply to this specific case? 


STATEMENT OF GEORGE STAPLES, ASSOCIATE DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Sraptes. In the first place, Mr. Chairman, you will note this 
little tabulation of economic assistance includes both project and non- 
»roject type aid combined. One of the things we have advocated is a 
reakout of the nonproject and the project aid to show each separately. 
This tabulation apEenrs in the lower right-hand corner of the 
presentation book under “Economic assistance”—in that little box 
in the lower right-hand corner. 

First, you have military assistance and then you have economic 
assistance. It is the economic assistance with which we are concerned 
here. The two types of programs are different. They are different 
in their conception and in their operation. Therefore, the circum- 
stances that underlie the financial status and progress of them would 
be attributable to different reasons. 

You mix apples and oranges from the standpoint of making an 
appraisal. As you can see, this tabulation covers a cumulative condi- 
tion up to the end of the current fiscal year, and then there are the pro- 
jected obligations and expenditures and status of obligations, projected 
to the end of the budget year. 

We think that from the standpoint of measuring progress it is 
preferable to show that kind of a situation for project assistance and 
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for nonproject assistance separately for each of the 3 years that are 
generally covered in the program presentation. That would mean in 
this case 1957 which would be an actual situation; 1958, which would 
be an estimated situation covering the current year and 1959 which 
would be the budget year. In that way you can see what the progress 
has been year by year. 

That is no particular effort; it is just the addition of a half dozen 
more figures. 

Chairman Morcan. Thank you, Mr. Staples. 

Mr. Chiperfield. 

Mr. Cuirerrrevp. Thank you, Mr. Chairman. 

Mr. Campbell, I think you have made a very significant statement 
this morning and I think you have put your finger on the trouble this 
committee has in determining the proper amount of aid that we should 
authorize. You only have to look at these books and you find it is 
almost impossible for us to absorb the information in them. You want 
us to have additional information in these books. I think we should 
have additional information whether it be in these books or by hear- 
ings, I am not so sure. 

But there is one question I wanted to ask you: You talk about the 
balance-of-payments idea. Do you think balance of payments a 
proper basis for economic aid ? 

Mr. Campsety. No, 

Mr. CurperFreLD. In other words, you can add up your assets, 
spend all you wish and then somebody picks up the tab, isn’t that 
correct ? 

Mr. Campsety. That is correct. 

Mr. CurrerrreLp. We tried that in the Marshall plan and under 
this program we tried to get away from it. Apparently that balance- 
of-payments idea is still in these programs; is that not correct ? 

Mr. Strarrxs. That is correct. 

Mr. Currerrrep. Is that a just criticism of the program? Wspe- 
aly ar you talk about your estimates being flexible or increased or 
changed ? 

Mr Campse... I think it is an element in the program. 

Mr. Sraptes. It is one of the prime elements in the program. It is 
not conclusive in itself. I think ICA would readily acknowledge 
that. It is only one of the elements and because there are so man 
elements entering into the ultimate determination of what they as 
for we say, “Let’s explain these elements. We are not contesting 
them, but explain how you got the figure you are asking for.” 

Now as far as additional information is concerned, Mr. Chiper- 
field, I would venture this, that what we are suggesting would not 
in our opinion add to the bulk of the program presentation. 

What we are looking for is more quality for the same quantity. 
More pointed information. We think that there can be a reduction in 
the rather long narrative, and I don’t criticize it just because it is 
long, but the narrative which ends up by justifymg the need for 
nonproject aid, we think, can be cut down and substituted with more 
selected material. 

In other words, the distillation of what should be presented should 
be more selective, more pointed to an objective. 

Mr. Cureerrretp. Thank you, Mr. Chairman. 
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Chairman Morean. Mr. Burleson. 

Mr. Burizson. Mr. Campbell, in retrospect it seems to me that 
much of our difficulty comes from the thinking that this would not be 
a forever thing; that authorizations made on a year-to-year basis has 
not permitted proper planning from the long-range standpoint. 

In this country a dam is authorized for completion, however long 
it may take, but appropriations are made on an annual basis. 

Now, in these programs, as I understand it from your presentation, 
we have no total estimates of completing anything. We authorize on 
a year-to-year basis. Appropriation is made on a year-to-year basis 
with an idea that we are going to reach a goal within the year. Is 
that correct ¢ 

Mr. Cameseti. That is a matter of foreign policy and I don’t know 
just what the goal is. 

Mr. Burteson. That is factual, is it not? 

Mr. Sraptes. I think we have to start out on the basis that Congress 
authorizes on a broad basis and not on a project by project basis. 
ICA does that together with the State Department as part of its 
programing operation. 

Now, in any given project, ICA may allocate to the project what it 
considers to be the entire estimated cost of that project. 

In another case, they may allocate only a portion of that. So the 
question of programing and authorizing and appropriating money 
on a year-to-year basis applies to the mutual security program as a 
whole unit, but not to its individual components, in the form of a 
project. 

Mr. Burieson. That is what I mean. You have answered it per- 
fectly. That is exactly the difficulty I think we encounter. You 
started to add something else and I will give you a chance, but if I 
may interject here, that these increases to which Mr. Campbell refers 
on page 14, inflation may cause some of that, but overly ambitiousness 
may cause some of it, also. It continues to expand instead of taper 
off as many of us had earlier supposed. The total program increases 
with no total estimate of that to be accomplished. I realize that 
some goals and objectives are intangible as related to nonproject 
operations, but I do not believe project programs should be so elusive. 

But now, if you will go ahead and comment further. 

Mr. Staptes. Projects are expanded or the estimated cost of projects 
do increase, for the reasons you have outlined and for other reasons 
and we are not here undertaking to evaluate that they should or 
should not. 

Now, also, in their major open project presentation, ICA generally 
will show its current estimate for the total cost of ICA financing for 
that particular project. 

For instance, for a project this year, they will estimate the total 
financing will be $50 million, but what they do not say is that last 
year they estimated that at $35 million. , 

Now the position we take on this is that the congressional commit- 
tees are entitled to know about these changes because somewhere down 
along the road the money has to be authorized for those. They will 
need money for them and we believe that the congressional cominit- 
tees have a right to know and to explore at their own option the rea- 
sons why estimates have varied in large amounts. 


38361—59—pt. T——-10 
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Mr. Burteson. But have we always had the total, even on individ- 
ual project costs? Have we always had the total estimate of the 
completion of the physical project. bos 

Mr, Srapxes. No, you have not, Mr. Burleson. You had it in the 
last year or two. 

Mr. Burieson. We didn’t have it when many of the present proj- 
ects were approved. We find ourselves in the position of having 
thrown the lifeline halfway out to the drowning man and to save him 
we have to play out more line. 

You have answered me perfectly. Thank you, Mr, Chairman. 

Chairman Morean. Mrs. Bolton. 

Mrs. Boiron. Thank you, Mr. Chairman. 

You say here on page 3 that— 

ICA, in its comments on the draft of our report as expressed it is generally 
not receptive to our observations and suggestions. 

Mr. Srapres. I would say they do not agree with the suggestions 
that we make. I wouldn’t interpret that in the sense that they are 
not receptive to suggestions. 

ICA om labored hard on this. There is no question about that. 
They devote a lot of attention to it and their program presentations 
are infinitely better than they were a number of years ago. 

We think this is a permanent job that is never finished and needs 
continuous refining, and streamlining the character of the presenta- 
tion to take care of changes in the program. 

What we have suggested here will go a long way toward reaching 
a better a + games ay that is all. 

Mrs. Bourton. You cannot do anything more than examine and 
judge the financial end of it, can you? Do you have any reason to 
think of the political end of it or the psychological end of it and 
those factors ? 

Mr. Campsett. I think besides a financial interest we also have a 
management interest. We donot have a policy interest. 

Mrs. Botton. In my thinking I was including the management end 
of it, Mr. Campbell, but it all troubles me as a member of this com- 
mittee very much and I have been appreciative of the changes they 
have made and the betterment that they have put in action. 

What would happen if one just asked simple questions like “What 
did you have last year?” 

“What did you do with it?” 

“How much have you left ?” 

“How much is in the pipeline?” 

“What is your actual need ?” 

Mr. Srartxs. Some of it may appear in there, Mrs. Bolton, but in 
a disconnected fashion that you can’t put together. 

Mrs. Bouton. Possibly we do not know where to find them. Would 
it not be possible for them to include a summing up ? 

Mr. Sraptes. A summing up. That is exactly what we have in 
mind. When you get through telling about all the need and you are 
asked to set down the amount you then go on toa narrative text which 
says, “Here’s how we arrived at it.” 

It will undoubtedly involve explaining certain judgments and wind 
up with the statement, “There is our judgment.” 

one; Bouton. Our question would be, “Why do you have to in- 
crease ? 
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“On what principle did you do it?” 

That would simplify it for us, wouldn’t it? 

Mr. Staptes. That is what we have in mind. We don’t intend the 
resentation to answer all the questions, but to give the committee 
ead information from which they would be sufficiently informed to 

be able to ask the questions. 

Mrs. Bouton. I will be glad to yield, Mr. Chiperfield. 

Mr. CutperrreLtp. Thank you, Mrs. Bolton. 

Last week I went before a subcommittee of the Appropriations 
Committee trying to get a certain sum appropriated for a flood-con- 
trol project authorized back in 1947 for my district. What was the 
question they asked me? “Isit in the budget?” 

Now you get over to this free-wheeling organization and you get an 
overall authorization. No budget except the overall budget. They 
don’t require budget approval of an individual project, but for our 
own people we have to have that. Now, what do you think of that 
kind of a situation ? 

Mr. Srapries. Well, that would get down, Mr. Chiperfield, to the 
question of how the Congress wants to authorize. 

Mr. Currerriecp. If we offered an amendment that every project 
all over the world had to be in the budget, specifically, we meal prob- 
ably kill the program although I may offer such an amendment. 

Mr. Campsett. Mrs. Bolton, I would like to go back to your ques- 
tion. You referred to policy and I think as Mr. Staples just pointed 
out to me, we are interested in policy as a guide for our thinking but, 
of course, we have no part in establishing policy. 

Mrs. Bouton. In your judgment, you do look at it from the stand- 
point of what the known policy is and whether or not the program 
fits into it. 

Mr. Campsetyt. And what your intent is. 

Chairman Morean. Mrs. Kelly. 

Mrs. Ketiy. Thank you Mr. Chairman. 

Mr. Campbell, I welcome you more than any other witness before 
this committee because of your constructive observations. 

I wonder, Mr. Campbell, would be possible for you if the com- 
mittee so decides, to be the first witness before this committee at the 
beginning of the year? Would you be in the position to have this 

ata 

Mr. Campsett. I suspected I would get the answer from Mr. Staples 
to the question you asked and that is that we would not be ready. e 
would not have the complete information. 

Mr. Staptes. Mrs. Kelly, the point is simply this, that the program 
presentation as dnicloned by ICA is generally ‘finished the night 
before it comes up to the committee, or very close to that. It is a last 
minute rush on their part. At that point we haven’t had a chance 
to look at it. We don’t get into receiving things until after these 
books have come up to the committee. So we need a little time in 
order to digest it before we would be in a position to talk intelligently 
to the committee about it. 

Somewhere down the road we would be in a position to appear 
before the committee, but I wouldn’t say it would be in the beginning. 

Mrs. Ketty. I believe there is a waste of time insofar as the history 
and background is concerned and I had hoped in the presentation 
the history of all these countries would be in one book and then in 
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another book on the country program, just an outline of the actual 
assistance, delivery, and so forth, instead of having this whole history 
repeated. I think a great deal of time could be cut down in that 
respect. 
Mr. Sraptes. I think we have intimated here we think there could 
be a reduction in that narrative section. 

Of course, a lot of these things come down to opinion and what two 
of us may think about it may not coincide. 

However, considering that this program has been before the Con- 
gress for a number of years, we do not believe that it is necessary to 
go + extensively into the narrative material for the buildup of the 
need. 

However, as to your other point about disassociating it from the 
request for funds, I don’t know. I would be inclined 

Mrs. Ketxiy. I do not mean, if you interpret my statement to mean 
disassociation—I mean we could read the narrative part ourselves and 
then refer to the actual procedure of the program and the pace, as you 
call it, in a separate book. 

Mr. Sraptes. That is right. 

Mrs. Ketuy. I would lke to ask you, Mr. Campbell, if you at this 

oint are worried about the tremendous amount of foreign currency 
ing accrued by our Government in many programs besides this one? 

Mr. Campseii. Yes, very much so. I think we have discussed this 
in the past. 

Mrs. Ketty. Are you going to discuss this? 

Mr. Campsetu. I think we shall in the course of this hearing. 

Mrs. Ketty. I Lclieve that the report came out of the Comptroller’s 
Office, did it not, the one you gave me last Friday ? 

Mr. Hu. No, Mrs. Kelly, that was prepared by the ICA. 

Mrs, Ketuty. That report stated there was no worry at the moment, 
but we would have a worry by the year 2000 and I think the accumu- 
lated currency at that time, foreign currency would be up around 
[security deletion ]. 

With that in mind, do you feel we have a worry at this moment? 

Mr. Campsett. We think so. We think that particularly in Yugo- 
slavia and China, Pakistan, and Spain, there is a real problem with 
the counterpart funds available. 

Mr. Stapzes. I think the problem is one of degree from the stand- 
point of how serious it is. I think our Office is concerned with it, 
not only from the standpoint of its present accumulation, but from 
the sssaue: 33008 of its upward trend. 

Everything seems to point to there being greater and , te accu- 
mulations of local currency with only restricted uses develo up 
to now for them, and in the future we feel that it is going to me 
increasingly a more serious problem. 

Mrs. Kretty. Do you feel at this time we can make a correction in 
any manner in this bill at this point? 

Mr. Srapies. I don’t know that there is any ready answer to the 
accumulating of local currencies. It is a problem which has en. 

a number of the departments in the executive branch and I think they 
are oat as much concerned about it as all of us are. What to do 
with it 

On the one hand, we have the surplus agricultural commodities. 
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Mrs. Ketiy. That is not under our control and all the reports say 
that should be watched and we cannot do it under this committee. 
I wonder if there is anything in our bill that should stipulate, if you 
would care to comment—if you do not 

Mr. Sraptes. I don’t mind commenting, but I am afraid I have 
no ready answer to the question of local currencies and what to do 
about them. Therefore, 1 would not be in a position to tell you what 
to put in the bill. 

rankly, I don’t know the answer and I don’t know that the execu- 
tive branch knows the answer. 

Mrs. Ketxy. Is the executive branch studying this with your assist- 
ance, Mr. Campbell ? 

Mr. CAMPBELL. I assume they are studying it. They should be very 
much concerned. 

Mr. Sraptes. That report you just made reference to, I am familiar 
with that report and I conferred with the three members of the team 
who developed that report. The State Department has been very 
much concerned with it. They have had a special consultant looking 
into it. 

It has been a subject of rather intense analysis. 

Mrs. Key. It has been for years. At this point I think it is a 
danger and a vast danger. I don’t know how to cope with it, but I 
think we have to this year in some manner. 

Mr. Srapues. You have a paradoxical situation; one which inher- 
ently has conflicts in it. On the one hand you want to dispose of 
your surplus commodities. One way is through accepting local cur- 
rency. Then what do we do with the local ‘acca 

Mrs. Ketty. Would we be better off giving our surpluses? Would 
it save money in place of selling them 

Mr. Srapies. That was a point made by the three members of the 
team who wrote that report. 

Mrs. Ketiy. I have always been in favor of that. 

Mr. Sraptes. There are arguments pro and con on that. The one 
argument against it is the idea of giving it away and placing no 
responsibility upon the recipient country. 

Mrs. Bouton. Even when they are starving ? 

Mrs. Ketiy. That is where we should give it to the country. 

Mr. Srartes. We are here in the field of foreign policy, Mrs. Kelly, 
and it is not within our province, but we are certainly willing to help 
in any way we can. 

I think it essentially is a matter of foreign policy and also a matter 
of disposing of our surpluses. Now, what do we want to do? 

Chairman Morean. Dr. Judd. 

Mr. Jupp. I just came in. I will pass. It is nice to see you, Mr. 
Campbell. 

Chairman Morgan. Mr. Selden. 

Mr. Sevpen. Mr. Campbell, let me say I think the suggestions you 
have made are good, and I hope ICA will examine the possibility of 
giving us this full information next year. 

In your statement on page 13 you pointed out that subobligations 
and expenditures for the rea et of the projects that you examined 
were overestimated and in relatively large amounts. 

How many projects were examined ? 
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Mr. Sraptes. I think in those 3 countries we examined something 
like 13 projects, the major projects. 

Mr. Sexpen. Were there only three countries in which you examined 
projects ? 

Mr. Sraptes. That is right. We concentrated our examination in 
this particular case on those three countries because, after all, this 
is a big job, and we felt we ought to look where the money is. 

Mr. Setpen. How much money was involved in the 13 projects that 
you examined ? 

Mr. Srapres. Roughly about $50 million was involved. Fifty mil- 
lion dollars was requested for 1959. 

Mr. Sevpen. How much do you feel was overestimated of that 
amount ¢ 

If you don’t have that information available, I would like you, for 
the record, to list the projects, the total amount involved, and the 
amount you feel was overestimated. I believe it would be helpful to 
the committee. 

(The information requested is as follows :) 


Subobligations on 7 major projects: 








SS ES Ta Ee 5 Wer Oe FPO Eee eee Cees ee ee WEEN BET PEROT OW PEE. $67, 872, 000 
iS pn ak, cpa cede nthe 55, 905, 000 
a a ag eS 11, 967, 000 
Expenditures on 13 major projects: 
nO ct tht ccs «pid 51, 884, 000 
0 SE EE nae. > ALR PER ees bs eee eee ad oe ae 23, 447, 000 
oo SESE RE EES als ie TE EEE a ALLE LER ED 28, 437,000 


Chairman Morean. Mr. Curtis. 

Mr. Curtis. Mr. Chairman, I am glad that Mr. Campbell has com- 
mented on the form and content of the program presentations to this 
committee. I agree with his suggestions and with what Mrs. Kelly 
has said. She asked whether you could not appear before this com- 
mittee earlier. I would like to ask you, sir, whether you could in the 
future supply this committee with some of the additional information 
which you have just stated you felt would be helpful to this 
committee. 

Mr. Campse.t.. We can do that in a short time, Mr. Curtis. 

Mr. Curtis. I am glad to hear that and believe that the information 
will be extremely valuable. 

Mr. Curtis. I should like to mention two points in that connection. 

First is the difficulty of getting together from the program books a 
complete picture of aid to a given area. The complete picture should 
include loans from the Export-Import Bank, aid from the Develop- 
ment Loan Fund, and sales of saaates agricultural commodities under 
Public Law 480. 

Now this material may all be there, but it is hard to dig it out and 
assemble it. For example, when this committee discussed in some 
detail the question of aid to Israel, I was having difficulty and asked 
ICA to furnish a tabulation giving those facts year by year. That 
information was furnished, but the point I am making is the difficulty 
of getting that sort of information from the presentation books with- 
out a lot of digging. 
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Second, the presentation books deal with proposed appropriations 
and justifications for them, and I wish that we could deal more with 
the actual spending figures. To illustrate that, we have been dis- 
cussing this year an appropriation for military aid of $1.6 billion, 
and the justification for that figure has been gone into in some detail. 
Last year, the figure was in about the same amount. But then we 
are told that, in fact, expenditures for military assistance have been 
running at about $2.4 billion a year, because we have been spending 
sums out of the pipeline in addition to these appropriations. I be- 
lieve that these spending figures should be more clearly brought out. 
They may be in the presentation books now, but there again it is hard 
to assemble them. 

This really amounts to about the same thing as the recommendation 
in t and statement as to the need of relating total annual obligations 
and expenditures and total unliquidated obligations at the close of 
each of the 3 years shown in the presentation books. 

I have urged more emphasis on the spending figures, and those 
figures should include, in the case of given countries, the amount of 
local currency which we have on hand and how much of it is going 
to be used in the various programs listed. 

I feel that your suggestions as to improvements in the presentation 
to this committee are extremely valuable. 

Mr. Campsety. I think with respect to many of the figures you 
mentioned we probably could get them for you, Mr. Curtis. 

On the matter of distinctions as between expenditures and appropri- 
—_ I think that is a matter pretty much for the committee to 

ecide. 

The Secretary of the Treasury, of course, has a very great interest 
in expenditures and how much cash is in the bank you see. 

Chairman Morean. Mr. O’Hara. 

Mr. O’Hara. General Campbell, I feel greatly relieved. I had 
started wondering whether there was something wrong with me. I 
have been on this committee for 3 years, and these books are still all 
amaze tome. I don’t know how many other members have adequate 
time to look at them. I don’t. When I do, I can’t get anything out 
of them. Perhaps if I could take them home for all-night study I 
could get something out of them. But the books are so secret you 
can’t take them out of this room. So I had started thinking that 
taking 3 years to get nowhere so fast I must be stupid. 

Then I hear Mrs. Bolton bring up things that have been in my mind, 
sorely confusing and disconcerting me, and then I think perhaps 
I am not so stupid. 

For the purpose of education, and perhaps to add a word to my 
vocabulary, T have a question. I know the term subcontractor. Is 
“enhanligation”) a word invented by ICA or is the word in general 
usage ? 

Mr. Sraries. The word subobligation is peculiar to, so far as I 
know, the mutual security program and it arises from what you might 
call the double-barreled operation that they have to go through. 

First of all, the primary obligation is evidenced by a project agree- 
ment under which ICA agrees—— 

Mr. O’Hara. I only want to know if it is a word invented by ICA 
or is it in common usage ? 
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Mr. Srapies. It is not in common use. 

Mr. O'Hara. I find on page 9 the definition that— 

subobligation is the term used by ICA for the action pursuant to which the 
agency authorizes the procurement of specific commodities or services required 
to carry out the purposes of the project agreement. 
I would judge from that that subobligation is exclusively an ICA- 
coined word, but the definition to me is as confusing as the word itself. 
ICA is a large business and I think it would be better understood 
if it used words in common business usage. 

Thank you, Mr. Chairman. 

Chairman Morean. Mr. Wainwright. 

Mr. Warnwricut. Mr. Campbell, have you made somewhat similar 
recommendations over the years to this committee ? 

Mr. Campsetu. Pretty much. 

Mr. Warnwricut. I am curious, as a newcomer, why the com- 
mittee—— 

Mr. Camppety. You say over the years. I would say the last 2 or 
3 years. 

Mr. Warnwricur. And again and again I presume that the agency 
in question has refused to act or refused to respond—I forget the 
exact language. 

Mr. Campsett. I think, Mr. Wainwright, I pointed out where we 
have made suggestions, some have been accepted. We are always 
attempting to help them to improve their operation. 

Mr. Warnwricut. You use the expression on page 3, “generally 
not receptive to observations or suggestions.” 

I think you made yourself very clear and I presume that this has 
been true in the past. 

I find myself in strange company. Mrs. Kelly, Mrs. Bolton, Mr. 
Curtis, and Mr. O’Hara, all are saying that the presentation was 
completely incomprehensive to them. I think the presentation has 
been poor and for one who has been a long and stanch supporter of 
oe foreign-aid program, of our State Department, and our finan- 
clal-—— 

Mrs. Bouton. Will the gentleman yield for just one phrase? 

Mr. Warnwrieut. Yes. 

Mrs. Bouton. It is so much better than it was, 

Mrs. Ketiy. I disagree. If we had it under one hat, it would be 
far more efficient. 

Mr. Warnwricut. I stand corrected. 

To be specific, you say on page 5: 
these statistics are intended to be guidance in considering the proposed program. 
However, they cannot be correlated individually or collectively with one an- 
other * * *, 

That goes to just what Mr. Curtis said. Here you have an entire 
library of figures presented to you which are supposed to be guidance 
for the program. You point out that they cannot be correlated and 
used collectively with one another. Therefore, they cannot be guid- 
ance, 

Mr. Campse tt. I can only assume they are in there to save you time 
in looking up such information. Anybody who is familiar with 
these countries—I think, for example, in our own office we are familiar 
with this type of statistics which appears in many, many different 
phases of our work. 

















MUTUAL SECURITY ACT, 1959 1757 


Mr. Watnwricnt. I assume you made a somewhat similar recom- 
mendation on this last year ? 

Mr. Campsett. I think it was 2 years ago. 

Mr. Warnwricut. I would be curious, Mr. Chairman, to know why 
the ICA didn’t react to the GAO’s recommendation. 

Chairman Morean. Mr. Wainwright, this has been a subject of 
discussion ever since I have been on the committee and ever since 
these books have been coming to us. One of the severe critics of 
these books was our former colleague, John Vorys. Last year you 
will remember, we adopted an amendment proposed by the Congress- 
man from Virginia on the floor, and went to conference with it. We 
came out with language, now section 537(f) of the act, which was 
not satisfactory to Mr. Hardy but which was intended to improve 
the presentation books. 

The matter has, however, been under discussion here ever since the 
mutual security program started. Mr. Vorys was a very vocal critic 
and I think it was due to the criticism of Mr. Vorys that the presen- 
tation books have improved over the years. 

Mr. Warnwricut. Well, Mrs. Bolton pointed out she feels it is a 
vast improvement over prior years and I would like to ask this in the 
form of a question: If this is an embarrassing thing, I will with- 
draw it or take it off the record. You are an arm, essentially, of the 
legislative branch dealing in financial matters—in bookkeeping 
matters. 

Is the failure of the agency as presented in your testimony here, 
and your testimony 2 years ago, due to a personality problem, a lack 
of willingness on the part of the agency to cooperate with your rec- 
ommendations, or is there some other reason that they have failed 
to understand your recommendations ? 

Mr. Campseti. I have had no problem of cooperation with ICA, 
with any of the three or four men who have been heading it up over 
the last 3, 4, or 5 years. 

We have had some differences with respect to information which 
we would like to see and we are threshing that out now, but I think 
that, generally speaking, the staffs in our office who are assigned to 
this job and the staff of ICA have worked together. 

Mr. Warnwrteut. They work together, but they disagree; is that 
it? 

Mr. Campsett. That is right. 

Mr. Wainwright, on your question as to bookkeeping matters, I 
am having a little difficulty with some of the agencies with respect 
to our particular function. I don’t want to have any misunderstand- 
ing with this committee on this score. 

Our task, as assigned by the Congress, has nothing to do with 
bookkeeping as such. Our task deals with all matters relating to 
the receipt, disbursement, and application of public funds. This is 
why we tle constantly asked the agencies for reports which they 
consider confidential management reports, and in which we feel we 
are properly interested. So our job goes far beyond the concept—— 

Mr. Warnwrtent. I didn’t mean to reduce it just to bookkeeping. 

Mr. Campsett. I wish it were. 

Chairman Morean. Mr. Fascell, before we recognize you, I am 
going to ask that we suspend the business here and recognize Mr. 
Selden for a moment. 
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Mr. Sevpen. Mr. Chairman, I wish to submit a report from the 
Subcommittee on Inter-American Affairs and ask unanimous con- 
sent that it be filed as a House report. 

Mrs. Boiron. I so move. 

Mr. CurperFietp. I second the motion. 

Chairman Morean. Without objection, the motion is carried. 

Mr. Fascell. 

Mr. Fasceuy. A couple of years ago your office did a comprehensive 
audit on the military assistance program in certain designated coun- 
tries in Europe, did it not? 

Mr. CamMpsELL. Yes. 

z my Fasceiu. It included England, Germany, France, Spain, and 
taly. 

Mr. CampseE... I believe those were the countries we covered. 

Mr. Fascell, I am told that it also covered Turkey. 

Mr. Fascenn. Turkey was a subject of the comprehensive military 
assistance report ? 

Mr. Camesetu. That is correct. 

Mr. Fasceiyi. Subsequent to that comprehensive audit, your office 
made several individual country reports, did it not ? 

Mr. Camrsetu. Yes, sir. 

Mr. Fascet. I believe one was on Laos? 

Mr. Campse.. Yes. 

Mr. Fasce.tyi. Was that a comprehensive audit on both military and 
nonmilitary assistance? 

Mr. CampsBeLL. Yes, sir. 

Mr. Fascetz. Were there other individual country reports? 

Mr. Campse. I believe there were. 

Mr. Fascety. What countries were they ? 

Mr. Starues. Mr. Fascell, we made reports on the nonmilitary as- 
sistance program not only in Laos, but Vietnam, Cambodia, and Korea 
prior to that. 

Mr. Fascett. This report you are discussing this morning is a re- 
= on the nonmilitary assistance program in China, Korea, and 

ietnam ? 

Mr. Strapries. That is right. 

Mr. Fasceti. Now, for Vietnam, is this the second time it has been 
reviewed ? 

Mr. Sraptes. This report, which is the subject of our meeting this 
morning, is a report on our review of the program presentation—in 
other words, these books, and for the programs in these particular 
countries, Our previous reports were reports on the operation and 
administration of the programs as outlined in these books. 

Chairman Morean. Mr. Fascell, you have before you the secret 
paper on the military assistance program in Korea. 

Mr. Fascewu. I didn’t want to get into that, Mr. Chairman. I was 
trying to review briefly so I would understand the extent to which an 
examination has been made by the General Accounting Office of the 
mutual security program both military and nonmilitary, to date. 

Now because I recognize in your statement this morni } Ma are 
dealing with the program presentation and some of the di culties 
which you encountered in your actual audits of the program. Isn’t it 
possible that one of the problems that we have in this committee is 
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that we are primarily concerned with the broad, general sense of 
authorization, and secondarily concerned with the specifics of par- 
ticular country programs, simply because we don’t authorize that way ¢ 

Mr. Campse... ‘That is correct. 

Mr. Fascety. And never have? 

Mr. Campsety. That is right. 

Mr. Fasce.y. Therefore, it is difficult for us at any time, based on a 
program presentation for the coming fiscal year, to relate it to ac- 
complishments to the past fiscal year except in broad general terms? 

Mr. Srapies. Yes. 

Mr. Fascetu. It would be very difficult out of these program books 
to get a specific determination of accomplishment except in broad, 
general terms, is that not true? 

Mr. Sraptes. That is true, yes. 

Mr. Fasceiu. Let me see if I can make that specific: For instance, 
turning to Korea in the light green book and looking at the yellow 
sheet which deals with the general picture in Korea, we see there a 
statement of economic trends. You examine gross national product 
and you see for 1955, 1956, and 1957 it went from 2.7 to 3.2 and esti- 
mated in 1958 3.4, or that gross national product and per capita gross 
national product is on the increase ¢ 

Mr. Srapizs. Yes. 

Mr. Fasceit,. And ‘you see production is on the increase, foreign 
trade is on the increase, et cetera. 

Now the only way I can relate that would be to turn to page 85 and 
in a general sense under accomplishments, it states : 

“Korea’s substantial advances since August 1953, when reconstruc- 
tion got > mage: A are largely attributable to U.S. economic aid,” and 
then it goes on in broad general terms and paints a picture on how our 
assistance has done something in Korea. 

Now if you want to relate that, however, to specific projects and ex- 
penditures, you’ve got a different problem completely, and this is what 
you are talking about, is it not? 

Mr. Strapies. That is essentially what we are talking about. 

Mr. Fascety. All right. Now let’s turn over to page 87. Economic 
assistance to Korea is discussed and it explains the composition of 
fiscal year 1960 ICA economic program; under defense support it is 
broken down into nonproject and project aid. 

The [security deletion] in project aid shown there is specifically 
the figure you were talking about. It is a list of projects which in 
this year’s estimate are estimated to cost a great deal more than was 
estimated last year for the same projects, is that correct? 

a Mr. Staptes. Insofar as they are also included in the 1960 presenta- 
ion, yes. 

Mr. Fascett. In other words, those projects now included in the 
1960 presentation which were part of the 1959 presentation, now show 
an estimated increase in the total cost of the project ? 

Mr. Sraptes. That is correct. 

Mr. Fascett. And nowhere in here is there an explanation of the 
reason for the cost of the increase, is that correct? 

Mr. Sraptxs. That is correct. 

Mr. Fascett. So, therefore, if we tried to find out about it, if we 
caught it, the committee would have to ask specific questions to the re- 











1760 MUTUAL SECURITY ACT, 1959 


gional officer in charge of the program at the time. Otherwise we 
wouldn’t have this information, is that right? 

Mr. Srapies. That is the point. 

Mr. Fascetx. This is easy to visualize in project aid ; but, in nonproj- 
ect aid, it is entirely different because there is no way to evaluate 
this year’s request as against last year, either in terms of accomplish- 
ment or in terms of expenditures. Is that not true? 

Mr. Srapies. You can’t relate it precisely. 

Mr. Fasce.u. Let’s say in nonproject aid, for example, you have— 
let’s just take a “for instance,” and I don’t know that I am right. I 
am trying to understand. 

Let’s say in nonproject aid we have $1 million for 70 diesel loco- 
motives. A million dollars apiece. All we can actually trace there is, 
did we get 70 diesel locomotives, is that right? 

Mr. Stapies. That is right. 

Mr. Fasceti. If you wanted to know whether they cost us more, 
whether they cost us less, whether they were the specified type diesel 
locomotives and other related matters, we would have to ask specific 
questions on that subject, would we not? 

Mr. Strapres. That is correct. 

Mr. Fasceti. Furthermore, if the committee wanted to know why 
the 70 diesel locomotives were bought we would have to find out who 
made the decision to buy, why it was considered necessary, and then 
relate it to some term of expected and real accomplishment within 
that country, is that not true? 

Mr. Staptes. That may or may not be true because in the basic pres- 
entation if it is an item sufficiently substantial, it may be included in 
there. Such as you will find that they have down here in the lower 
left-hand corner an indication of the types of commodities which they 
intend to finance with nonproject aid. 

Now a situation like locomotives, if it is large enough, they might 
be separately listed there and in that way you would get that me 
mation. 

Mr. Fascetx. You could then trace it down item for item if you 
were so inclined ? 

Mr. Srapues. Well, hardly item for item, but at least within general 
categories. 

Mr. Fascetx. Then will you turn back to page 85. Under “Accom- 
plishments”—you would find a statement probably something like the 
one that exists at the top of column 2, “Railway rehabilitation and 
equipment, including 70 diesel engines, rolling stock, new spur lines, 
now provide Korea with a more efficient primary transportation sys- 
tem. 

Then you have a relation to a purpose but you still have no way of 
determining what it is you are after in that country except in broad 
general terms of economic viability. 

Now is this the difficulty we are experiencing ? 

Mr. Srapies. That is one of the difficulties you are experiencing, 
Mr. Fascell, because nonproject aid does not lend itself to such precise 
determination and precise breakdown. Its whole purpose is broad 
and what we are advocating here is that all of the considerations and 
factors which go into the agency’s determination that such and such 
is the amount which they think is a reasonable figure, should be 
explained. 











— | OS CL —_— wae 


ae oe a |e 


or eo. 





MUTUAL SECURITY ACT, 1959 1761 


Mr. Fascetu. They are saying in effect, “All our explanation is 
included in there.” If you disagree with it, you start digging. That 
is the way I get it. 

Mr. Srapies. Well, that is true, yes. As to the amount which they 
are asking for, and as to the basic justification for the need for non- 
project type aid itself, we think their narrative and justification 
are reasonably acceptable. 

What we say now is that here you are asking for [security deletion ] 
or whatever it is, and you say that is the amount you need. Well, how 
did you arrive at that ? 

Mr. Fascetz. I agree with you. I think this is a very important 
consideration, but doesn’t that boil down to a basic question of funda- 
mental policy? Because we in this committee authorize on the overall 
program. That is the difficulty. And when the authorization is 
made and the appropriation against that authorization is made, it may 
not have any relation except indirectly to what the presentation 
actually was. 

Mr. Staptes. That is correct. 

Mr. Fascetzt. And, therefore, what you would have to do to deter- 
mine where you are going, as I understand it, would be to go back and 
pick up the prior fiscal year actual expenditures and determine on a 
year-to-year basis where you are moving within a program within a 
country. 

Mr. Srapies. That is what we are advocating should be done. 

Mr. Fasceti. You advocated this not only m the nonmilitary part 
of the pregrem, but also in the military part of the program, have 
you not ¢ 

Mr. Sraptes. I am not aware that we have recommended that in the 
military. 

Mr. Campseti. Our recommendation in the military assistance pro- 
gram has been the equivalent of this procedure. 

Chairman Morean. The gentleman’s time has expired. 

Mr. Fascetx. I had hoped to develop more—— 

Mr. Fuuron. [havesome time that I will be glad to yield. 

Chairman Morean. I will recognize Dr. Judd. 

Mr. Jupp. No, go ahead. 

Mr. Futron. I will yield to you. 

Mr. Fascetz. I appreciate it, Jim, but I think basically I have 
arrived at what is our problem. 

Chairman Morean. Mr. Coffin. 

Mr. Corrrn. Mr. Chairman, having listened to the comments around 
the table, this seems to me to be true, that the implications of what 
you have suggested bear not only on ICA and the military people, but 
they bear on how this committee will operate, because what we have 
been talking about is a thorough presentation for each country, project 
and nonproject aid going into pipeline changes, and making more 
extended alae assessments. 

ICA can help in putting much of its material that is in its testi- 
mony into the books, but then the corollary of that is that these 
books will have to be gone over on a page-by-page basis with wit- 
nesses and the committee. This is impossible in my opinion unless 
we break down in subcommittees for areas, with staff people of each 
subcommittee going through the relevant parts of the book so that 
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key questions can be isolated and framed, so that the subcommittee— 
say the Far East Subcommittee—then listens to testimony on a rather 
detailed basis for each of the countries under its jurisdiction. It 
would have to communicate with the full committee what its judg- 
ment is and, of course, any member who is interested in a particular 
country would have the right to sit in with this subcommittee. 

Well, it just seems to me that we ought to realize this, rather than 
just call upon ICA and the military for the more enlightening kinds 
of presentation. We ought to realize that this can’t be done with 
the full committee in the limited time available. We have been sitting 
now for 7 weeks and although quite a bit of the testimony of a 
general nature has been duplication, nevertheless, there is a lot of 
material that has been useful. 

So I think it is true that what you are suggesting demands some 
sort of adjustment in the way we would operate if we were to get 
the good out of the more detailed presentation both as to project 
and nonproject economic assistance and as to military assistance in 
each country. 

I don’t know whether anybody else agrees with me, but I just wanted 
to make the point that this is not a question just of demanding some- 
thing of the Executive, but also of seeing whether or not we have 
the facilities within our committee to absorb any new kind of presenta- 
tion. 

Mr. Jupp. Will the gentleman yield ? 

Mr. Fascetu. I think the gentleman is absolutely correct and I 
agree with him wholeheartedly because it deals with the fundamental 
concept of how you are going to operate. If you are dealing only 
in broad general terms on authorization then you have only to look at 
the total dollar sign. We are wasting our time going into it country 
by country and project by project, unless we expect to authorize 
that way. 

Mr. Jupp. I think we ought to have loaned to our committee for 
about 3 months of each year GAO people trained for this particular 
work. We are not trained in it and our own staff isn’t trained in 
this particular field, despite their exceptional qualifications in other 
fields. We are like a surgeon trying to operate without the proper 
instruments. 

He can get the patient opened and closed, probably, but it is pretty 
difficult to correct the trouble if he hasn’t got the right instruments 
at hand for the particular kind of operation. Our committee and 
our staff are not equipped for this kind of detailed operation. 

Inspectors ought to go through these programs and bring any 
complaints to our attention. I am like Mr. O’Hara. I simply can’t 
cover the material in these books. I work at them at intervals sand- 
wiched in between other duties. It is hard to shift gears into this 
and then go back to something else. It doesn’t have the necessary 
continuity. 

If somebody is working at the one task of trying to find any 
inconsistencies or figures that doesn’t match up, and brings them to 
our attention, we can iron them out and everybody is better off. 

Mrs. Ketzy. Will the gentleman yield ? 

Mr. Corrin. I will be glad to yield. 

Mrs. Keir. I feel our staff is able, but we have not enough assist- 
ants for them. We need the staff increased. 
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Mr. Jupp. It isn’t a matter of ability, it is a matter of training in 
a particular field. They brought out points that we sort’ of sensed 
but hadn’t quite run down. They pinpointed them. We know what 
to do about it. 

I am grateful for what they have contributed. 

Mr. Saunp. Will the gentleman yield ? 

Mr. Corrin. Yes; I yield. 

Mr. Saunp. Mr. Chairman, I believe that before considering our 
bill this year I would like to have the Far East and Near East Sub- 
committees spend a week on those particular countries with which 
we are concerned, and I think we can bring something to the full 
committee. 

On the Interior Committee, on the Indian affairs, we have the In- 
dian Affairs Subcommittee. They write a bill and bring it to the 
full committee. These are highly complicated items involved here 
and we could have our subcommittees go over this program in more 
minute detail. The big officials do not have to come over here, but 
have the junior officials come over with the details before the sub- 
committee. 

Chairman Morean. The gentleman’s time from Maine has expired. 

Mr. Adair, do you want to use your time now ? 

Mr. Apatr. Mr. Campbell, as a part of your studies do you review 
the expenditures and programs under Public Law 480? The surplus 
agricultural commodities program ? 

Mr. Sraprtes. We do review certain aspects of the Public Law 480 
operation, but because it is so widely dispersed over a number of 
agencies, it would be quite a task to be able to review it in the overall. 

We are presently working on Public Law 480 now from the stand- 
point of bringing together all of the responsibilities of each one of 
the individual departments in the executive branch that have some- 
thing to do with Public Law 480. 

Mr. Apatr. That, I understand, is just now in process. 

Mr. Sraptes. Yes; that is correct. 

Mr. Aparr. And heretofore you haven’t been able to make a par- 
ticular detailed study of the program ? 

Mr. Srapies. Well, not from its inception to the end—we know 
in general how Public Law 480 works and we have in the course of 
our regular audit operations within the various departments which 
administer Public Law 480, such as Agriculture, Treasury, ICA, we 
have made examinations of that program. 

Mr. Apair. As a part of those examinations, do you relate it in any 
way to the mutual security program ? 

Mr. Srapies. In examining the mutual security program we take 
into account the extent of Public Law 480 assistance in individual 
countries. 

Mr. Anarr. Is the result of those studies available to the Congress ? 
Have they been prepared in a form that would be helpful to us? 

Mrs. Keuuy. I requested the book which came across my desk last 
week which was the report I referred to previously. 

Chairman Morean. Is this the one you refer to? 

Mrs. Ketiy. That is the one. 

Mr. Srapies. In connection with our audits of individual country 
programs under the mutual security program, we do take into account 
the operations of Public Law 480 within that country, and we incor- 
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porate whatever we find in our report on the audit of the mutual 
security program in that country. 

Now, fon told that our Defense Accounting and Auditing Division 
has underway right now a separate study of the utilization within 
the Department of Defense of the local currencies, which derive from 
the sales of surplus agricultural commodities under Public Law 480. 

Mr. Apatr. Do you feel that the study you make under the time and 
facilities available to you of this program is adequate ¢ 

Mr. Sraptes. We believe that it is adequate from the standpoint of 
fitting it in, and its operation in each individual country that we 
have examined. 

Mr. Apatr. Moving now to another subject, what study, if any, do 
you make of this matter of transfers from military assistance to other 
funds ? 

Mr. Srapies. Other than to acquaint ourselves with those transfers 
and in the event any of them appeared to us to be out of line with 
what the law intended, we would comment on those in our report. 
We have done it on one or two occasions, I believe—commented on what 
we thought was an improper—not legally, but an imprudent or a 
wrongfui transfer of funds between military and economic, but, gen- 
erally speaking, there have not been very many of those. 

Mr. Campse.u. As I understand your question, we do follow them 
through into the military. 

Mr. Apatr. You mentioned that there have been one or two occa- 
sions when you made reference to improper or imprudent transfers. 

Mr. Srapues. Yes. 

Mr. Apatr. Would you in your testimony include reference to those, 
please ? 

Mr, Srapies. We can; yes. 

Mr. Apatr. At this point? 

Mr. Srapies. At this point in the testimony ; yes. 

(The information requested is as follows :) 

The following instances of improper transfers or shifting of funds under the 
mutual security program were included in reports to the Congress on the pro- 
grams for Turkey and Pakistan, issued on July 24, 1958, and March 31, 1959, 
respectively. 

Turkey, page 3 of report (discussed in further detail at page 21) : 

“In June 1955, the agency increased the program by $30 million, of which 10 
million was provided by the shifting of obligations between appropriations in 
circumvention of the limitation contained in section 401 of the Mutual Security 
Act of 1954 (22 U.S.C. 1921). In the process of shifting obligations, ICA 
financed certain commodity procurement from common-use funds although the 
commodities were for sale in the civilian economy and not for use by military 
forces as required in the legislative authorization. The General Accounting 
Office has taken exception to the disbursement of $9.7 million under this 
procurement. 

“In June 1956, the agency obligated $25 million for additional aid to Turkey 
contingent upon certain requirements to be met by Turkey. Subsequently, the 
Turkish Government did not take the proposed action, and the $25 million 
became a part of the 1957 program for Turkey. In our report to the Committees 
on Appropriations,’ we contended that this action by the agency had the effect of 
augmenting the defense support appropriation for the Near Bast area beyond 
what the agency had requested and the Congress had authorized for 1957. 


While this action could not be deemed legally invalid, we considered it to have 
been administratively improper.” 


1 Report dated pay 28, 1957, on compliance by ICA as of June 30, 1956, with require- 
ments of sec. 1311 of the Supplemental Appropriation Act, 1955 (classified secret). 
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The $25 million for this additional aid was made available from the following 
appropriations through Presidential determination under sections 401(a) and 
501 of the Mutual Security Act of 1954. 
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Development assistance, Near East and Africa___..-.--_----------- 5, 000, 000 
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Pakistan, pages 64 and 65 of report: 

“The obligation of $16 million for ‘direct forces support’ at the close of fiscal 
year 1956, for the stated purpose of local currency generation, was of doubtful 
justification in view of substantial available rupees generated under the ‘defense 
support’ program. 

“The mutual security program, for Pakistan for fiscal year 1956, as presented 
to the Congress, included $20 million for direct forces support. These funds 
were authorized and appropriated under section 124 of the Mutual Security Act, 
as amended in 1955 (69 Stat. 284). The administration of this program, which 
contemplated the procurement of commodities or supplies for direct use of the 
military forces of Pakistan, such as fuel, clothing, food, or automotive equip- 
ment, was assigned to the Department of Defense in conjunction with the mili- 
tary assistance program. In prior years, similar programs in other countries 
had been the responsibility of the preuecessor agencies of ICA. To implement the 
1956 program, an interagency agreement dated March 7, 1956, among the 
Departments of Defense and State and ICA determined the following uses of the 
$20 million : 

“1. The sum of $10 million was to be allocated to ICA for the financing of 
surplus agricultural commodities, pursuant to the provisions of section 402 of the 
Mutual Security Act. The rupee proceeds were to be applied to defray the local 
currency costs of direct forces support projects in fiscal year 1957. 

“2. The remaining $10 million was to be used to finance procurement included 
in Pakistan’s 1956 military budget, and requiring foreign exchange. The Gov- 
ernment of Pakistan was to-assume an equivalent amount of the rupee require- 
ments of the 1956 direct forces support program. 

“As principal justification for the above program, the responsible U.S. agencies 
cited the lack of available local currency with which to finance anticipated needs 
of the direct forces support program for Pakistan. Implementation of a sales 
agreement signed with Pakistan in January 1955, for the import of surplus 
agricultural commodities under title I of Public Law 480, had not sufficiently 
progressed to generate the expected rupee proceeds which had been earmarked 
for military support. The rupees to be generated were stated to be needed 
particularly to finance military construction contracts. 

“The first $10 million was allocated to ICA by action of the Department of 
Defense of June 21, 1956. 

“With respect to the second $10 million, the Department of Defense determined 
that preparation of a detailed procurement program, by selecting eligible items 
from Pakistan’s fiscal year 1956 military budget, was too time consuming, con- 
sidering the time available for valid obligation of mutual security funds. Where- 
as $4 million could be readily allocated to the Department of the Army for 
procurement of petroieum products, the remaining $6 million was transferred 
to the defense support program under the administration of ICA to finance 
imports called for in Pakistan’s civilian budget. ICA was to release equivalent 
counterpart funds to finance rupee costs of the military budget, which amount 
was to be reimbursed from rupee proceeds subsequently generated under the 
$6 million civilian import program. The transfer from direct forces support 
to defense support was accomplished under a Presidential determination dated 
June 22, 1956, pursuant to the authority of section 501 of the Mutual Security 
Act of 1954 (22 U.S.C. 1753). 

“We believe that the justification for the above transactions is open to ques- 
tion because the defense support program administered by ICA since January 
1955 had generated substantial amounts of rupee counterpart funds which had 
not been firmly programed for specific projects and uses at the time of these 
transactions. According to ICA reports as of June 30, 1956, the accumulated 
balance in the counterpart and related generated rupee accounts was equivalent 
to about $90 million. Also, in spite of the urgent need, asserted by Defense 
and ICA, for local currency financing at the close of fiscal year 1956, the Pakistani 
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Ministry of Defense apparently did not receive the stipulated rupee funds until 
sometime in fiscal year 1958. 

“In response to our question, ICA states that these transactions were pursuant 
to the military assistance commitments made by the United States for support 
of both dollar and rupee requirements of the Pakistani military budget. The 
agency advises that Pakistan had agreed to finance certain of the foreign ex- 
change requirements for military procurement from its own funds and that the 
$6 million allocated to the civilian economy was intended to compensate Pakistan 
for these expenditures. ICA also points out that the rupees generated under 
the defense support program generally had been intended for economic develop- 
ment purposes. 

“With due regard for the agency’s position, the facts remain that the $16 
million was obligated for the stated purpose of generating local currency at a 
time when large amounts of local currencies, generated under the defense sup- 
port program, were uncommitted and could have been made available and, fur- 
ther, that the transfer of $6 million to ICA appears from the record to have been 
made because the Department of Defense was unable, within the time availability 
of the funds, to develop the details required to support their obligation. These 
facts, we believe, do not evidence an econmical and efficient use of aid funds.” 

Mr. Apatr. I have observed in the years that I have been on the 
committee a tendency to move increasingly from specific countries to 
general areas, with increasingly broad rights of transfer. 

Would you, from your point of view, as representatives of the 
General Accounting Office, think that it would make for a better pro- 
gram if we tied it more specifically down to a certain country? 

Mr. Srartes. I don’t know that I would like to see that or that it 
would be practical to tie it down to a specific country because one of 
the purposes of that transfer authority is to allow the executive branch 
to take cognizance of unforeseeable emergencies that may arise in the 
course of the year, and to put their money y where immediate conditions 
dictate that it should go. 

We have, however, expressed heretofore both in reports and before 
this committee, some apprehension about the need for, or the form of 
the transfer and broad use authority that is contained in the act. We 
recognize the need for flexibility, “but we have expressed some ap- 

rehension about the manner in w hich this authority can be exercised, 

ut to try to pin it down to a specific country I have some reserv ations. 

Mr. Apa. I am contemplating the offering of an amendment along 
these lines. Could you be more specific in what you mean by that 


statement you have just made? What would your recommendations 


be? 

Mr. Sraptes. If it is a case of legislation, we would need more time 
to work on that. 

Mr. Aparr. Mr. Chairman, I ask unanimous consent these gentle- 
men be given reasonable time and then be asked to include their 
recommendations at this point in the record. 

Chairman Morean. Without objection, it is so ordered. 

(The information requested is as follows :) 

In previous hearings on May 22, 1957, before the House Committee on Foreign 
Affairs, Mr. Robert F. Keller, then Assistant to the Comptroller General, pre- 
sented GAO testimony on the ICA annual program presentation to the Congress 


for 1957 and discussed in connection therewith the transfer and broad use 
authority contained in the Mutual Security Act in the following manner: 


“TRANSFER AND BROAD USE AUTHORITY 


“The problems of adequate program presentation and its evaluation are 
affected in no small measure by the manner in which the funds authorized for 
such activities may be used. Present and previous legislation have authorized 
and appropriated funds for designated types of activities as set out in the pro- 
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gram presentations submitted to the congressional committees. However, the 
legislation has also granted broad authority to the President to transfer funds 
between appropriations and to use funds for purposes which he may determine 
to be in the security interests of the United States. As a consequence funds re- 
quired for these special purposes have had to be drawn from funds appropriated 
for designated activities, and the amounts so drawn have been considerable over 
the past several years. This situation has adversely affected administration 
of the program in several important aspects. 

“Substantial amounts appropriated for designated activities have been im- 
mobilized for varying periods of the year so that they would be available for 
special purposes that might arise; this has been a basic deterrent to sound pro- 
gram planning. This situation has also complicated accountability in terms of 
relating the utilization of funds to the activities for which they were authorized, 
and a major obstacle to the development of a more specific and comprehensive 
annual program presentation. 

“This subject was previously discussed in our report to the Congress in June 
1955 on a study of obligating bases and related administrative practices of the 
then Foreign Operations Administration. In that report we suggested a realine- 
ment of the funding scheme for the mutual security program into two general 
categories: (1) planable activities, and (2) unforeseeable activities, the latter to 
be financed from a separate emergency fund to be separately accounted for as 
to its use. We further suggested that such separate fund would minimize and 
possibly obviate the need for the transfer and broad use authority. 

“At the time of our report the Congress had under consideration a proposal 
to establish an emergency fund and subsequently authorized and appropriated a 
special presidential fund of $100 million for fiscal year 1956, and a similar amount 
for 1957. Another presidential fund for Asian economic development was author- 
ized in the amount of $200 million by the Mutual Security Act of 1955, of which 
$100 million was appropriated for fiscal year 1956 to remain available until 
June 30, 1958. The transfer and broad use authority provided in the act was 
left unchanged. 

“Because of the significant disadvantages of transfer and broad use author- 
ity heretofore cited, and in consequence of the recognition by the Congress of 
separate undesignated funds for special purposes, we believe it is pertinent to 
consideration of the annual program presentation to invite attention to whether 
this authority may now be discontinued. Of immediate relevance to the annual 
program presentation is the fact that the existence of this authority has been 
inextricably bound up with the illustrative type of program which has charac- 
terized the agency’s annual presentation. Discontinuance of this authority 
would pave the way for disposing of the illustrative program and its substitu- 
tion by a program setting out for each country, planned activities, adequately 
described, fully supported on their economic, military, or political merits, the 
execution of which is not encumbered by the hazards of unforeseeable ex- 
igencies. This, in essence, is the kind of specific and comprehensive program 
presentation which we believe should be made to the congressional committees. 
We further believe that discontinuance of this authority would contribute to 
a more orderly process of planning, programing, obligating funds, and overall 
administration. 

“ICA acknowledges the disadvantages of diverting funds from other pro- 
grams to meet special purposes and favors a contingency fund. However, it 
urges continuance of the present transfer and broad use authority on the 
ground that to establish a contingency fund over and above all planned pro- 
grams, that would be large enough to meet all contingent and unforeseen re- 
quirements, would be unwise, impractical, and probably congressionally unac- 
ceptable. 

“We do not see how the establishment of such a fund would be unwise or 
impractical since it is presumed that it would be used only for the same kinds 
of emergencies for which regular program funds have been used; that its use 
would be fully accounted for; and that unused funds would revert to the Treas- 
ury or be authorized for carryover into subsequent years. The Congress would 
of course determine the amount of such fund as well as the amount for plan- 
able activities. 

“As a final thought on this subject it is intended that the existing flexibility 
of the President to meet emergent situations through the authority of the Mu- 
tual Security Act should not in any way be lessened but simply that the funding 
to exercise this flexibility should be segregated to permit more effective admin- 
istration of the planable segment of the mutual security program and to fa- 
cilitate ready identification of the use of contingency funds.” 










& Staeeveeeaa as 


eae wees GP Be 





1768 MUTUAL SECURITY ACT, 1959 


The Presidential fund for Asian economic development, referred to above, has 
been discontinued. Under the present Mutual Security Act there is appropri- 
ated to the President for fiscal year 1959, $155 million for the President's spe- 
cial authority and contingency fund, as authorized by section 451(b). In 
addition, section 451(a) authorizes the President to use up to $150 million of 
the funds made available under the Mutual Security Act, plus $100 million of 
the funds authorized for the President’s contingency fund under section 451(b), 
without regard to the requirements of the Mutual Security Act and related acts, 
in furtherance of the purposes of these acts, when the President determines 
that such use is important to the security of the United States. The President's 
transfer authority has been continued in the legislation without substantive 
change; secion 501 authorizes the President to transfer up to 10 percent of the 
funds made available pursuant to any provision of the act and use such funds 
for any other purposes under the act, whenever the President determines such 
transfer to be necessary for the purposes of the act. A limitation of 20 percent 
is placed on the amount by which the benefiting activity may be increased as 
a result of such transfers. 

Thus, while the emergency fund which we advocated has been established, 
the broad authority of sections 451(a) and 501 still exists. These sections per- 
mit a substantial portion of the funds appropriated for designated activities to 
be directed to other uses with consequent disadvantage to orderly administra- 
tion of the program and adequate control over the utilization of funds in rela- 
tion to the purposes shown in the program presentation to the Congress. Devia- 
tions from the preposed programs do not require prior congressional approval, 
and the act provides only for subsequent notice to the cognizant committees of 
the Senate and to the Speaker of the House regarding the use of funds pursuant 
to sections 451(a) and 501. 

The availability of substantial funds ($155 million for 1959) in the Presi- 
dent’s contingency fund under section 451(b), together with the broad uses 
permissible in the categories of defense support, technical cooperation, and 
special assistance by virtue of the very general definition of these categories in 
the legislation, suggests the question of whether the additional broad authority 
under sections 451(a) and 501 is still necessary or desirable. 

In this connection, it should be noted that relatively little use has been made 
in recent years of the transfer authority under section 501, whereas section 
451(a)—formerly section 401—has been invoked with some regularity. 


Chairman Morgan. Mr. Farbstein. 

Mr. Farsstern. Would you consider that the General Accounting 
Office is an adequate substitute in its present form for a watchdog 
committee; in the nature of a semi-independent agency to oversee the 
work of ICA? 

Mr. Campseiti. A special agency? I don't quite follow that. 

Mr. Farsstern. Would you repeat that ? 

(The question was read by the reporter.) 

Mr. Camrpnett. We are at the moment examining the work of ICA, 
and are observing what they are doing and we report back to you and 
to the Agency. “T think that our program with respect to ICA is 
relatively adequate. Naturally, we would like to have more resources 
to devote to it, but we think what we are doing is considerable. 

Does that answer your question, Mr. Farbstein? 

Mr. Farsstern. It does; yes. 

I assume that you take the position that your agency is an adequate 
overseer for ICA ? 

Mr. Campset. Well, I think “adequate” is a good word, but as far 
as the “overseer” I am just a little concerned about that, because 
we don’t look upon ourselves as overseeing the operations of any 
agenc 

We oe observing their operations and attempting to give our sug- 
gestions for improvement to them and to you. 
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Mr. Farsste1n. Now, it is my purpose to create an overseeing 
agency that would have adequate supervision of ICA, an agency that 
shall be a semi-independent agency attached, in some method, to ICA. 

I take it you understand my conception. 

Mr. CaMpseLL. A congressional agency ? 

Mr. Farsstern. Yes. 

Mrs. Ketiy. Will the gentleman yield ? 

Mr. Farssrern. Sure. 

Mrs. Ketty. We are supposed to do that, I would say. 

Mr. Jupp. I think you have in mind what we were talking about 
the other day—something like an inspector general. Perhaps we need 
an inspector general set up to study this agency operation, not neces- 
sarily with authority to overrule, but with authority to tell us so we 
know the facts and can act accordingly. 

Mr. Farsstern. My idea is loose at the moment. It hasn’t actually 
been developed and that is why I come to you, whom I consider an 
authority in this business, for your opinion. 

Mr. Campse.L. I think you have to keep in mind that our organiza- 
tion is fairly large. It is not as large as some people think it is, but 
it is the largest organization of its kind and we have resources to 
draw on which I fear you would not have with the kind of special 
agency you are talking about. That would be one handicap, I think. 

Mr. Farsstern. Then let’s pursue it a moment further. Do you. 
think that you could establish in your organization an agency that 
would confine itself more or less to the working of ICA so that you 
could be on top of them constantly, so that there could be spot checks 
made constantly, so that the likelihood for loose handling wouldn’t 
exist ? 

Mr. Campseti. We have that now on an informal basis and could 
place it on a formal basis easily. 

We do have now in our Civil Accounting and Auditing Division 
and in our Defense Accounting and Auditing Division, men who are 
to my mind rather expert in this entire field. 

Mr. Farsste1n. With regard to the question raised by Messrs. 
Fascell and Coffin, it seems to me the way this bill has been handled 
by this committee has been one that in my opinion is extremely loose. 
In the past years it was determined there should be a cut. The whys 
and the wherefores I do not. know. Presumably in the wisdom of 
those people who determined that the cut should be made there was 
a basis for it. Frankly, I couldn’t see it. 

Now, it may well be that there should have been a cut, but I also 
say that if there should have been a cut, there should have been some 
basis for it, in a dollars-and-cents way, so there could be identification 
with reason for cuts instead of meat-ax cuts as such. 

Now, with that end in mind, it would seem to me that inasmuch as 
it appears presently that mutual security is going to be on a long-term 
basis, that some definite organization should be set up. 

Now, if you say that is going to clash with appropriations, that is 
all right with me because I think the viewpoint may be a little bit 
different between appropriations and this committee. 

It seems to me that if the staff on this committee were enlarged to 
a degree so they could become expert, the desires of particular coun- 
tries could be handled between a staff member and ICA. Ifa dispute 
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arose a member of foreign affairs could be called upon to determine 
it. I think we then could have a basis upon which we could intelli- 
gently legislate. 

Otherwise, it would seem to me all that should be brought before this 
committee is “Are you in favor of foreign aid or are you against it?” 

“Tf you are in favor of it, vote the bill as presented. If you are 
against it, vote against it in its entirety.” 

That is the way I see it. 

That isall,Mr.Chairman. Thank you. 

Chairman Morean. Judge Saund. 

Mr. Saunp. Thank you, Mr. Chairman. 

Mr. Campbell, at page 14 of your statment you have these figures, 
for expansion of electric power facilities in 1959, $9.2 million; in 
1960 [security deletion]. And then, number three, public adminis- 
tration. I don’t know what that is, but that estimate increased from 
[security deletion] in 1958 to [security deletion]. These are sup- 

ed to be estimates. 

Would it be possible for you to give us for the record what those 
specific projects were? Are those facilities for 1960 for a much 
larger area? What this public administration is, I don’t know. 
Could you do that for the record ? 

Mr. Srapies. We can give that right here. The only reason we 
phrased it the way we did was so that our document could be un- 
elassified because the names of the projects and the countries involved 
are considered by the executive branch to be classified. 

Mr. Saunp. Mr. Chairman, would it be all right to get that for the 
record, the detailed information of these three broad statements here 
on page 14? 

Mr. Srapues. We can give them right now, Mr. Chairman. 

Chairman Morgan. You will have the right to correct the record. 
Go right ahead. 

Mr. Saunp. I have one more question to ask, Mr. Chairman. 

Chairman Morean. Ask your question, Judge. 

Mr. Saunp. Mr. Campbell, every other member in the committee 
has the same problem. I have projects. I will just take one project 
for example. It involves $2.2 million to build some levees in my 
district. It costs $200,000 for the Corps of Engineers to make de- 
tailed preparations and estimates for that project, and we know that 
when we come for the final authorization and appropriation, there 
is some basis for that. 

Now, is it possible to have the same arrangement apply to projects 
under this ICA building of electric lines or building of dams? They 
should be just about as important and complicated as they are here 
= hg United States. Is it possible, feasible, or practicable to do 

at 

Mr. Camppett. It is feasible and possible, I think, and it is called 
for under the act. There is no difference. 

Mr. Saunp. In your opinion and from your observations and study, 
would we be saving a lot of money and maybe even headaches on the 
part of the leaders of those countries because we make big promises 
and authorizations and nothing shows up—if we had that detailed 
study before us? 

Isn’t that what we intended to do in our amendment for the 1958 
bill, Dr. Judd? 
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Mr. Jupp. That is right. 
Mr. Stapies. That is in the law, section 517, which requires detailed 


a 
r. Saunp. Have they acted upon that as it was desired in that 
amendment last year? 

Mr. Sraptes. Insofar as there have been projects initiated in fiscal 
year 1959, we have reason to believe that they have acted upon that. 
Now, how adequately they have acted upon it, we haven’t yet been able 
to explore. 

Chairman Morean. Judge, the Special Committee for Review of the 
Mutual Security Programs has a report about to come out dealing 
with section 517. 

Mr. Jupp. Your point is, does 517 as we adopted it last year, do the 
job that everybody knows we wanted it to do and, if not, how should 
we change it? 

Mr. Saunp. In this case of jumping estimated costs from $9 million 
to $31 million, would that happen again ? 

Mr. Sraptes. It could. It depends on what is the reason for the 
increases. If the scope of a project is expanded beyond what it was 
represented to you last year, then obviously the cost is going to increase. 

All we are saying here is that whatever the reason is for an increase 
in the cost, it should be explained in the basic presentation. 

Mr. Saunp. That is all. Thank you, Mr. Chairman, and if they 
want to give us those figures—— 

Mr. Jupp. Please give us the names of the projects. 

Mr. Srapies. We can do that, Dr. Judd. 

Mr. Jupp. Go ahead. 

(Security deletion. | 

Mr. Jupp. Mr. Chairman, I ask that the ICA, as they doubtless will 
want to do, come before us and explain the changes in amounts of the 
estimated costs. 

Chairman Morgan. The ICA is scheduled to a r, Dr. Judd. We 
haven’t picked a day yet, but I imagine it aly ie) Soaks ay 

Mr. Jupp. Probably they are here and taking notes. They ought 
to make available for us whatever information the presentation books 
failed to provide. 

Chairman Morgan. Are there any further questions? 

Mr. Jupp. I have a question. 

Chairman Morgan. Dr. Judd. 

Mr. Jupp. Mr. Chairman, a while ago Mr. Wainwright asked a 
question, something about the leadership of the ICA. I was tempted 
to ask “What leadership?” in the sense that there have been such 
frequent changes in the agency’s leadership that I can understand 
how the people down the line have had to go ahead for periods some- 
what on their own without much leadership or guidance. A new 
director simply has to take some time to get acquainted with what is 
going on, make up his mind on what ought to be done differently and 
then start the hard job of getting the changes made. 

Have you noticed that when there was a change in the director- 
ship—I think there have been four of them since you have been in 
this post—any substantial changes followed, say 3 months later, down 
at the operating levels? 

Mr. Campsett. I think it would be interesting to hear from Mr. 
Staples who is on the job at ICA. 
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Mr. Staptes. Dr. Judd, some of the changes, as you probably know, 
were in connection with so-called reorganizations of the agency. Such 
as a change from Mutual Security Agency to Foreign Operations 
Administration, and then from FOA to International Cooperation 
Administration. 

There have been changes in the basic structure and policy guidance 
in those. 

Taking the transition fron FOA to ICA, the attempt was to bring 
it. into closer alinement with the Department of State and the leader- 
ship there—I think that some of those changes in leadership could 
be said to coincide with some of these organizational changes that have 
been made. 

Now, back in 1954, the Mutual Security Agency and the Technical 
Cooperation Administration, which was in the State Department, 
and the Institute of Inter-American Affairs, which was a Govern- 
ment corporation, were all merged into the Foreign Operations Ad- 
ministration as a single unified agency. 

There were a number of structural changes in the organization that 
had to be made and there was a hiatus period of some months when 
things were in a fluid state from the standpoint of administration and 
administrative policies. 

Mr. Jupp. Lappreciate the structural changes, but what I am trying 
to find out is, were the structural changes followed by substantial 
operational changes? Was anything done differently? Or was it 
that the more it seemed to change, the more it remained the same? 

Mr. Srapies. The day-to-day operations and policies pretty much 
went on in the same way. 

Mr. Jupp. Well, was that good or bad, that things remained pretty 
much the same even though Congress thought changes were being 
made because of changes in the structure and the table of organization 
and the top names on the doors ? 

Mr. Sraptes. I would say that generally it is not good. 

Mr. Jupp. That has been my impression, too. If they are going 
to keep the agency they have to give it leadership with continuity and 
lift the agency up so that it has greater stature, instead of being 
kicked around like a football, as it has been, it seems to me. 

Mr. Campsern. That is what I was about to say, Dr. Judd. My 
own experience in coming into an agency which is comparatively small 
makes it inconceivable to me that any man could go into the vast 
ICA organization and-in 6 months’ or a year’s time have any appre- 
ciable effect on the operations. 

Mr. Jupp. It is inevitable under those circumstances that there is 
some looseness in administration, or failure to get the right hand and 
the left hand together, or hiatuses between the field and Washington. 

No matter how honest and sincere individual workers may be, or 
how competent and conscientious, nevertheless, the way this agency 
has been shuttled around puts it under an almost impossible handicap. 
That is what I feel, and I don’t know quite what to do about it. 

You have been dealing with it more closely in terms of its actual 
operations than we have. You would do this committee a great serv- 
ice if you would step out of your role as the Comptroller General, put 
on our hat, and sit in with us on the policy questions. What ought 
we to do with the overall problem in order further to improve the 
operation and correct the shortcomings which exist ? 
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Chairman Morean. Now, Mr. Campbell, we didn’t reach your sec- 
ond statement, which is classified “secret.” 

Would it be possible for you to come tomorrow at 10:30 so that 
we could consider it ? 

Mr. Camppe.t. Yes. 

Mr. Farrstre1n. Does your office make spot checks in the various 
countries that are beneficiaries of ICA regularly ? 

Mr. Srapzes. Yes, sir. 

Mr. Farssrern. You send a team into a particular country like 
South Korea, Vietnam, Turkey—you do that regularly ? 

Mr, Startes. Not unbeknown to the agency. 

Mr. Campset.. I think it would be absolutely impossible to do that. 
On some occasions I have such a project in mind, but it just doesn’t 
work. There are too many things that have to be gone through 
to get into an ICA country operation. 

Mr. Jupp. May I suggest you reduce the advance notice as much as 
possible. 

Mr. Farssretn. T am sure you have given thought to the questions 
that have arisen in my mind, that have arisen in the chairman’s mind, 
and Dr. Judd’s mind. I mean, do ‘you see a way out of the woods 
here on this stuff? 

Mr. Srapies. Well, in what way do you mean, Mr. Farbstein, “see 
a way out of the woods’? 

Mr. Farsstetrn. We have had testimony by the Government Opera- 
tions Committee making evident the fact that there has been some 
speculation as such, there has been mismanagement, there have been 
secret agreements between an American and a foreigner whereby 
some of this ICA materiel disappears; things of that nature. I am 
sure you must have given some thought to the conditions that have 
been disclosed. 

I don’t care what the organization is, especially when you have a 
large organization, things are liable to happen. There are individuals 
who take particular items and blow them up. Yet there is little done 
to counter the charges except generalities. 

If you had some sort of an overseeing group who would, when a 
statement comes out of that nature, say, “Well now, this is a fact, and 
that is a fact.” 

I happened to read the other day about this fellow who is being 
promoted; what’s his name? 

Mr. Jupp. DePaul. 

Mr. Farpstetn. We questioned Mr. Moyer particularly about what 
happened in that area, and he gave what appeared to me to be some- 
what of a satisfactory explanation. It wasn’t that they were taking 
a fellow guilty of having done something terribly wrong and pro- 
moting him. But nobody knows that. All we know is that they took 
somebody who was wholly inefficient and are promoting him. There 
is no one to make evident the fact that this man did work under 
circumstances that were very difficult, and he has what appears to be 
a satisfactory answer to the charges. 

Now, that is the point. 

I presume you must have given some thought to those questions. 
That is why I asked if you can see your way out of the woods. How 
do we overcome thissituation? —~ | 
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Mr. Sraptes. I will say in the first instance, Mr. Farbstein, that I 
do not believe in an organization as large and far flung as ICA that 
you are going to completely eliminate all forms of irregularity. It is 
going to happen. 

Secondly, our examinations are designed to focus attention on in- 
stances of poor management, instances of where things could be done 
better with the idea in mind that by focusing attention on those and 
by having the congressional committees take note of those things, 
that they will serve to impress upon the agency the need for takin 
greater care and for strengthening their procedures and their ponitvoh 
so that these same things will not happen regularly again. And I 
think to a very large degree much of that has been—a good bit has been 
accomplished, but it will never be over. 

Chairman Morean. Mr. Fulton. 

Mr. Futon. I have one short comment. That is that these various 
U.S. foreign-aid projects are so far flung and they are out in the back 
regions of the world where it is unsettled and the people whom we 
are working with are uneducated and inefficient. 

Secondly, unless there.was trouble and inefficiency in these areas 
there would be no need of helping people of this type; that is the pur- 
pose of the foreign-aid program. 

Thirdly, it is like the lawyer saying to his client, “But you always 
seem to be getting into more trouble and there is always more to take 
care of to get you efficient and tell you the law again and get you back 
on the right track.” 

The answer to that is that there would be no need for a Foreign 
Affairs Committee or a General Accounting Office, or a Comptroller 
General, if all government agencies always stayed on the track. 

Under those circumstances, when the very nature of the programs is 
of extreme difficulty, and there is a group running into the same thin 
on the Communist side, I think we are doing a pretty good job of it. 
can hardly wait until they have worn the same foreign-aid saddle as 
long and as heavily as we on this committee have. 

As a matter of fact, if you took the number of bankers who went 
wrong in the United States at their teller cages and laid that percent- 
age up against the people working in ICA, I imagine you would get 
a pretty good percentage in favor of ICA. 

ay I finally say this: We are going to get excellent administration 
of U.S. foreign aid in ICA under our good friend, Jim Riddleberger, a 
career, experienced man. Jim has been smart and has made a career 
of the public service and knows his U.S. foreign policy. 

Our point in this committee is that we in the early beginnings of these 
programs, had listened many times to “so much grain, so many pumps, 
so many tanks, so many trucks” we heard lists read off until it was this 
committee itself who said, “Look, give us the policies and staff people 
can justify the individual items.” 

Our problem is, do we want to extend the jurisdiction of this com- 
mittee to the followup on the individual items, so we see personally 
through our own representatives that the administration conforms to 
the policy we set down? If so, we need a new staff of between 50 and 
100 members who are doing just that job in cooperation with the Gen- 
eral Accounting Office and the Comptroller General. 

Mr. Jupp. Will the gentleman yield? 
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Mr. Futon. I will be glad to yield. 

Mr. Jupp. I think, however, the point Mr. Farbstein brings out is so 
correct, that the criticisms of the program are always specific, but the 
justifications are general. We've got to have specific, concrete justifi- 
cations, or explanations, to meet specific criticisms. I have done as 
much as anybody of the kind of thing of justification that says, “Yes, I 
know there is waste or inefficiency here or there. I am going to try to 
correct it, but overall the program has been successful.” 

That is true, but it is not enough. We must be able to determine 
why certain things were done. Perhaps, if they had to do it over again 
without the benefit of hindsight they now have, they would do the same 
thing. I think most people are reasonable and if you can show why 
8 dom ecg seemed reasonable at the time, they are not going to 

ick you for it. 

Chairman Morean. The committee stands adjourned until 10:30 
tomorrow morning. 

(Whereupon, at 12:45 p.m., the committee adjourned to reconvene 
at 10:30 a.m., Tuesday, May 12, 1959.) 
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TUESDAY, MAY 12, 1959 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFAIRS, 
Washington, D. C. 
The committee met at 10:30 a.m., in room G-3, U.S. Capitol, Hon. 
Thomas E. Morgan (chairman) presiding. 
Chairman Morean. The committee will come to order. 
We meet this morning in executive session on the extension of the 
mutual security authorization for the fiscal year 1960. 
Our witness again this morning-is the Honorable Joseph Camp- 
bell, ¢ ‘omptroller General of the United States. 
Mr. Campbell yesterday presented two statements. One was marked 
“secret” and relates to the military assistance program in Korea. We 
will take it up this morning. 
You may proceed, Mr. Campbell. 


STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL 
OF THE UNITED STATES 


Mr. Camppectt. Mr. Chairman and members of the committee, we are 
glad to appear before you today to assist in your consideration of the 
military assistance program. I propose to summarize for you the 
findings disclosed by our most recent review of selected areas of the 
military assistance program in Korea. 

First, however, in order to explain the scope of this review, which 
took place during the period March 11 to 17, 1959, I will summarize 
briefly the past examinations made by the General Accounting Office 
with respect to the administration of the military assistance program 
in Korea, 

Our initial report on this program was transmitted to the Secretary 
of Defense aa to this committee on October 4, 1957. After this 
review the commanding general, U.S. forces in Korea, formed an ad 
hoc committee to examine the findings and weaknesses disclosed during 
our review. In fact this action was taken in July 1957 after receipt 
of a draft copy of our original report, and without waiting for the 
final report to be issued. We were favor ably impressed by the prompt 
and broad effort on the part of U.S. military officials in Korea to 
examine the reported deficiencies and initiate corrective action. 
[Security deletion. ] 

Mr. CAmpBeti. We undertook a second rev iew of the administration 
of the military assistance program in Korea in September 1958. The 
findings disclosed by this examination were summarized in testimony 


1777 











1778 MUTUAL SECURITY ACT, 1959 


before the Subcommittee for Review of The Mutual Security Pro- 
grams of this committee on January 8, 1959. Our findings, in accord- 
ance with our normal practice, had bod brought to the attention of the 
Department of Defense for any comments that they might wish to 
make with respect to the matters disclosed therein. After receiving 
Defense comments, we felt that some additional fieldwork was neces- 
sary to clarify certain matters in which there appeared to be a contra- 
diction or conflict between our observations and the information re- 
ported by the Department of Defense. 

This followup review was limited to an examination of specific 
matters for which additional information was needed, and did not 
encompass any broad appraisal of the area under review, or any 
duplication of the work previously performed. Representatives of 
the General Accounting Office returned to Korea for 6 days in March 
1959 to check out five specifics whose status was confused or in doubt. 
Based on the information that we have received with respect to these 
matters, our report on the military assistance program in Korea is 
now being processed for release to the Congress. 

The following five matters were covered in this followup review. 

[Security deletion. | 

Mr. Campsety. In summary, we have noted certain improvements 
in program administration during our most recent review. However, 
little overall progress has been made since our last review in effecting 
significant corrective action. U.S. officials are aware of the existence 
and significance of most of the serious deficiencies, particularly in the 
Korean logistical system, that still exist, and have brought those mat- 
ters which must be corrected by the Korean Government to the atten- 
tion of the proper authorities. Much remains to be done before there 
will be substantial improvement in correcting the problems and defi- 
ciencies that have been disclosed by Defense’s own inspection teams 
and by our reports. It is important that sustained and coordinated 
efforts of United States and Korean officials be continued over the 
long-term period that will be required to effectively deal with the defi- 
ciencies disclosed by these reviews. 

We also believe that these inspections, which have consisted of a 
candid and frank appraisal by independent and technically qualified 
observers of the situation in Korea, should be continued as part of the 
program administration. Such inspection teams can be valuable man- 
agement tools so long as top program management has confidence in 
their endeavors and supports their findings. 

Chairman Morean. Thank you, Mr. Campbell. 

Mr. Campbell, did you see this news item in the New York Times 
for Monday, May 4, about Korea combating corruption ? 

(The article referred to is as follows :) 


KoreEA COMBATING ARMY CORRUPTION 
SEOUL’S CHIEF OF STAFF ACTS TO END MISUSE OF SUPPLIES—HIGH OFFICERS OUSTED 


Srout, Korea, April 30.—The South Korean Army is waging a campaign 
against corruption in its ranks. 

A number of high-ranking officers recently were accused of misappropriating 
military supplies of gasoline, rice, cooking oil, and vehicle parts, and of embez- 
zling public funds. As a result, three major generals and three brigadier gen- 
erals were “advised” to resign from active service. 
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About 200 other officers of all ranks have also been put on reserve status, some 
as a result of suspicion of irregularities in their official conduct; others either 
resigned voluntarily or had become overage. 

Last week the army provost marshal’s office arrested about 20 military investi- 
gators for alleged involvement in illicit transactions. 

Some commanders in frontline areas were reported to be using their men to cut 
down trees to sell as firewood or to be lending military trucks to private busi- 
nessmen to earn “welfare funds” for their troops. Some officers were said to 
have netted handsome profits from such illicit activities. 

The man chiefly responsible for the anticorruption campaign is Lt. Gen. Song 
Yo Chan, who was appointed chief of staff last February. 


TROOPS’ MORALE AFFECTED 


“Tiger” Song, as he is widely known among his American friends, said he 
found it a “big problem” to maintain a high moral standard in his 18-division 
army. He feels strongly that elimination of irregularities by officers is a vital 
factor in raising standards among the troops. 

General Song said he was concentrating on ways to make the most effective 
use of military supplies. He asserted that their supplies would be delivered 
as assigned under the budget. It has been reported that some frontline units 
were not receiving their proper allotments. 

Meager army salaries are said to be a contributing factor in corrupt activities. 
Despite a 100-percent rise last year, the army pay is still regarded as inadequate. 

A four-star general, for example, now receives 87,200 hwan a month. This 
is equivalent to $174 at the official exchange rate, but only about half as much 
as the black-market rate. 


A second lieutenant is paid 40,066 hwan a month. Enlisted men of the lowest 
rank receive only 720 hwan, or $1.44 at the official rate. 

It costs at least 100,000 to 150,000 hwan a month for a family of five to live 
with moderate comfort in South Korea, according to economic statisticians. 

Mr. Campsety. I believe I did read this article, Mr. Chairman. 

Chairman Morean. It states that the South Korean Army is waging 
a campaign against corruption in its ranks and lists a number of high- 
ranking officers who were accused of misappropriating military sup- 
plies, gasoline, rice, cooking oil, and so forth. Three brigadier 
generals have been advised to resign from active duty. About 200 
officers of all ranks have been put in the reserve status. 

You believe that as a result of the program that has been carried 
on by the Department of Defense, some effort is being made in Korea 
now to clean up this waste and pilferage ? 

Mr. Campse.t. I think that is a fair statement. 

Chairman Morgan. You think since October 1957 there has been 
a definite trend to clean up the program ? 

Mr. Campse.tu. Yes; I think there has been. 

Chairman Morean. Your Office is satisfied there has been progress 
made in cleaning up the military part of the program in Korea since 
October 1957? 


STATEMENT OF CHARLES M. BAILEY, ASSOCIATE DIRECTOR, 
DEFENSE ACCOUNTING AND AUDITING DIVISION, GENERAL 
ACCOUNTING OFFICE 


Mr. Battery. Yes; there has been progress. We feel that many of 
the steps that have been taken will lead over the long term to definite 
correction of deficiencies. 

Chairman Morecan. Previous to this story in the New York Times, 
we had a confidential telegram from Admiral Felt. Of course, some 
of this testimony was brought out during Admiral Felt’s testimony. 
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He gave us assurance when he was here that there would be a definite 
cleanup program carried on. 

I just want the record to show that your Office definitely feels 
progress has been made in the military assistance program. 

Mr. Campse.. I think we could safely say that. I think Admiral 
Felt has a reputation of great accomplishment and we are very hopeful 
that he will follow through on his report to you. 

Chairman Morcan. Thank you, Mr. Campbell. 

Mr. Chiperfield. 

Mr. CutrerrieLp. Thank you, Mr. Chairman. 

[ Security deletion. ] 

Chairman Morean. Mr. Campbell, do you feel that the testimony 
riven by your agency to the special ad hoc committee of this committee 
in December and in January helped to stimulate the Department of 
Defense in some of this cleanup ? 

Mr. Campsetu. I think so. I think any suggestions we make to 
Defense, or almost any agency of the Government, I am satisfied, 
receive attention and help considerably in improvement. 

Chairman Morgan. Mr. Zablocki. 

Mr. Zasiockt. No questions, Mr. Chairman. 

Chairman Morean. Mrs. Bolton. 

Mrs. Botron. Thank you, Mr. Chairman. 

I have been wanting to ask a general question, Mr. Campbell. On 
the whole, considering all your studies, would you not say—this is 
what I kind of gathered yesterday—that improvements have been 
made, very definitely. 

Mr. Camppe.y. Oh, yes. 

Mrs. Bouton. In practically every area ? 

Mr. Campsetu. I couldn’t goso far as to say that. 

Mrs. Bouron. In many areas? 

Mr. Campsetu. Yes. 

Mrs. Botton. Therefore, we can have every reason to feel that what 
is presented to us this year is far more accurate and basic in content 
than what we have had previously 

Mr. Campsetu. I think that the agency has now worked on the 
major recommendations coming out of discussions 2 years ago and as 
a result there have been improvements. 

Mrs. Bouton. Considerable improvement. Of course, one can 
always improve anything. 

Mr. Campsett. Ample room for improvement was left. 

Mrs. Botton. Naturally, and much has been done and we should be 
happy over the general situation. 

The defects, as a whole—would you say they were large or they were 
small? 

Mr. Camppeti. The examples that we have given appear to be small 
in terms of the total operation. What we have done here is pretty 
much of a test of the operation and I think that you have to expand 
that, in your own mind, to indicate what might happen if we actually 
could go into the whole operation. We may come up with some 
figures of greater magnitude in such event. 

Mrs. Borron. That would be possible, of course. 

I think yesterday we found ourselves in a situation where we were 
questioning our own methods of procedure on the basis of trying to 
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get our own situation clarified so that we would feel we were bringing 
to the Congress as good a presentation as we possibly could make. 

It is quite possible something may come of our discussion on that 
score which, of course, the committee would take up by itself. 

The general feeling I was left with yesterday—and I want to be 
sure that I am not inaccurate in it—is that you feel these studies are 
very valuable; that as the chairman has just asked, if the ad hoc 
committee had really stimulated the Defense Department to do a little 
better, everything of that kind helps. 

Mr. Baitry. Well, Mrs. Bolton, if I may answer, I think this does 
help. Certainly it sets a pattern of areas where improvements can 
be made and I think the Department of Defense is alert to that and 
is attempting to correct these things. 

I don’t think this is an immediate thing. I think it is a long- 
term proposition in terms of being able to identify, isolate, and, shall 
we say, purify these programs. 

Mrs. Botti I was reminded of my trip to France in 1944 when 
I was going up to the front. The pipelines were coming across under 
the trees and we had a French soldier and an American soldier watch- 
ing at various places and every so often there would be a little man 
with a little cup or something and he would unscrew the valve and 
get just a little bit of gas out of it. 

Well, both the men turned their backs and didn’t notice. They 
didn’t take very much and they were very short of everything in 
France. It was just a general friendliness. Of course, that was a 
different situation, but it is very human. 

Mr. Camppety. Very. 

Mrs. Borton. Thank you, Mr. Chairman. 

Chairman Moreax. Mr. Burleson. 

Mr. Burteson. Mr. Chairman, if you will indulge me in an ex- 
tremely clever observation, I am reminded of the article in the Post 
this morning about the excess antennas in Laos. I am reminded be- 
cause of your reference to excess radios in Korea. It seems it would 
be a good idea to get the radios together with the excess antennas in 
Laos. 

Mr. Campbell, do you have plans to conduct further investigations 
in other areas in southeast Asia, particularly in Laos and Vietnam ? 

Mr. Baitey, We have conducted reviews in Laos, Cambodia, and 
Vietnam. We expect to go back possibly within a year or so. Our 
present program did not cover these particular countries. We are now 
processing our reports on Japan, Korea, Italy, Turkey, and Pakistan 
which were the countries we covered this year in our reviews. 

Mr. Burieson. I was aware you had made some investigations and 
my question was whether you intend to go further. 

Do you take into consideration attrition of equipment which has 
not been utilized to the extent that it is deteriorating and now perhaps 
cannot be used at all ? 

Mr. Battery. Well, if we find a situation of that kind, we include that 
information in our report; yes, sir. 

I don’t know whether I understand your question completely or not. 

Mr. Burteson. Let me give an example. Without mentioning 
names or places, if you find a tractor beside the road which has been 
sitting there because it is out of gasoline or a nut is off the steering 
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wheel, and it has been there so long that the tracks would break if it 
was operated, do you charge that off to attrition ? 

Mr. Battery. Well, we generally take the information that the Mili- 
tary Assistance Advisory Group, the MAAG, in the country has been 
able to develop with respect to attrition and then we look at their field 
reports to see to what extent the factors they use for attrition appear 
to be reasonable in the light of the information that is developed during 
their trips to the field. 

We A as part of our reviews, frequently make trips to various 
areas within the country to observe firsthand some of the equipment. 
We report our findings with respect to care and preservation of equip- 
ment. We do give credence to the attrition factors that are developed 
in determining whether or not excesses have been programed and the 
assets on hand in a particular country. We do give these factors 
attention ; yes, sir. 

Mr. Burueson. Now, it may be that a piece of equipment would not 
necessarily be excess, but it could well be that that piece of equipment 
could not be operated ? 

Mr. Battery. Yes,sir. 

Mr. Burteson. Simply because they lack the know-how to keep it 
in operation ? 

Mr. Battey. That is correct. We have found this situation in 
several countries; yes, sir. 

Mr. Burteson. So what you find in those instances would not neces- 
sarily be excess although it would be useless? 

Mr. Batrey. Yes, sir, this isso. The fact of the matter is, in Korea 
we found ammunition—the particular country we are talking about— 
we found ammunition hadn’t been properly cared for and preserved 
and that some of it had deteriorated to the point where it required 
reprocessing and possibly couldn’t be used. This information is to be 
included in our report. 

Mr. Burzeson. Thank you, Mr. Chairman. 

Chairman Morean. Mrs. Church. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Mr. Campbell, we are certainly grateful to you for bringing into 
the whole problem, an element of commonsense which is certainly 
welcome and needed. 

I would like to ask one or two questions in general, if I may. 

You are an agency closely related to the U.S. Congress; that is 
right, is it not? 

r. CAMPBELL. That is right. 

Mrs. Cuurcu. In our difficult attempt to keep control of the proj- 
ects and the nonprojects, do you think that it would be valuable to 
have you make interim reports directly to the committee? 

Would that be possible under the law ? 

Mr. Campse.tt. We are now—our program requires that we would 
go forward with many reports and we are passing them up to you as 
quickly as they are finished. 

Mrs. Cuurcu. When you find signs of trouble, would it not be 
appropriate as well as helpful for you to give a hint to the committee 
that there are areas in need of more careful watching? 

Mr. Camppetu. I think there would be nothing wrong with that. 
We _— do it. We have done it where a situation has developed 
rapidly. 
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Mrs. Cuurcu. Do you find ready cooperation on the part of the 
MAAG missions and on the part of ICA in general? 

Mr. Batter. We heretofore have received very good cooperation 
although there are present indications we may find it increasingly 
difficult to obtain some of the information we need in connection with 
our reviews. 

Mrs.Cucrcuo Why would that be? 

Mr. Camesett. You may have heard of our problems arising in 
the last few years, particularly in the Defense Department areas 
where we have felt it necessary to expand our activities and as a re- 
sult we have found it necessary to request considerable information 
which we feel is necessary to our job. 

In some cases this information has been refused. We have taken 
this up with the proper committees in Congress to attempt to resolve 
it because we feel it is very vital to our work that we have access to 
certain information. 

This is more a matter of Defense directive—merely saying that we 
are to have or not have a certain thing. 

Mrs. CuurcH. Do you have any indication that the secrecy is en- 
dangered by a desire to cover up inefficiency, or worse ? 

Mr. Camppe.ty. We have no reason to feel that way. They believe 
that by giving us certain kinds of reports now we may be opening 
the door to further requests for such reports. 

Mrs. Cuurcu. Do you feel in view of the fact that the scope of 
our activity now covers the globe, you have a sufficient staff to serve 
adequately as a watchdog of this program ? 

Mr. Campsett. No. I can truthfully say we can use probably 
double the number of people we have, but there just aren’t the kind 
of people available that we need for this job so we are doing the 
best we can with the staff at hand. 

The Appropriations Committee has been extremely liberal with us 
in matters of staffing and travel for the fiscal year 1960, for example, 
but there just aren’t the men available with the required ability. 

Mrs. Cuurcu. I think that their work is essential and most valu- 
able. We should have as many as are needed. 

Mr. Campsety. I may add for the record here that at the present 
time we have what we call 1,700 travelers on our staff. There are 
competent people who can do this kind of a job—investigators, ac- 
countants, lawyers, and so forth. This compares with about 1,200 
available travelers 5 years ago. 

Mrs. Cuurcn. Do you have the authority to instigate an investiga- 
tion, or do you have to wait until you are asked to step in? 

Mr. Camppeti. No; we can set up a program and we can do any- 
thing we feel should be done to satisfy ourselves in a particular area 
and, of course, where we are required to make a study by Congress, 
we have to comply if we have the resources available. 

Mrs. Cuurcu. Thank you. 

Chairman Morean. Mrs. Kelly. 

Mrs. Ketty. Thank you, Mr. Chairman. 

Mr. Campbell, on page 5 of your report, the third paragraph, you 
made a statement : [Security deletion. ] 

Is this not also true as far as our own services are concerned at 
this time? Are you not carrying out investigation of $60 billion to 
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$112 billion excess?) And my question would be, Is there any money 
in that $60 billion to $112 billion excess that you are studying at the 
moment earmarked against the MSA bill ? 

Mr. Camepsetx. Not that I know of. There may be, Mrs. Kelly. I 
am not sure. 

Mr. Barry. The surplus of the Department of Defense, which is 
included in this $60 billion that you are referring to, would be screened 
against any requirements for the mutual security program. 

Mrs. Ketry. They would? 

Mr. Battery. Yes, they would. 

Mrs. Ketry. Can we get that figure ? 

Mr. Battery. As to the amounts that are involved? 

Mrs. Ketiy. Please. 

Mr. Baitey. I don’t know whether we have any estimates on that 
or not. 

They do have an estimate of the amount they anticipate will be 
transferred to mutual security. It goes as excess, free of charge, but 
the estimate is based on the acquisition value of that equipment. 

Mrs. Ketiy. You are speaking of acquisition value. You say you 
might have it ? 

Mr. Battery. The Department of Defense has some estimates; yes, 
Mrs. Kelly. 

Mrs. Ketiy. Mr. Chairman, I would like to request that estimated 
value. Of that which is in excess in the Defense Department which 
has been given out—$60 billion to $112 billion which is credited 
against the MSA bill—is “credited” the word ? 

Mr. Battery. No, this total amount is to be screened, Mrs. Kelly, 
and Defense will determine items which can be used in the mutual 
security program. 

Mrs. Ketty. They haven’t at this moment ? 

Mr. Batter. No, but they have estimates of the amounts they think 
will be used in the mutual security program. 

Mr. Zasiocki (presiding). Do you still insist upon your request? 
I understand some may be in our presentation book. 

Mrs. Kerry. It is hard to dig out. If it is not available in the 
books, we will request it from the Defense Department. 

Mr. Zasvocki (presiding). Will you make your request to the De- 
fense Department ? 

Mrs. Ketity. Mr. Campbell says he may have it. If they do not have 
it or cannot obtain it 

Mr. Batrey. I think we can obtain it. 

Mr. Zasiockt (presiding). They will obtain it and the material 
will be made a part of the record at this point. 

(The information requested is as follows :) 

The amount of material excess to the needs of the U.S. military departments 
that has been made available to the military assistance program is summarized 
on page 58 of the worldwide summary volume of the fiscal year 1960 mutual 
security program budget presentation. 

Mrs. Kerry. How much material has been canceled or deleted over 
the last 5 years? You don’t have it on the whole program. 

Mr. Battery. Programed items? No,ma’am. It would be very dif- 
ficult to get because of the many program changes and deletions. This 
is a continuing process. 
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Mrs, Ketty. May I request this be obtained. 

Then about storage of these items. Is that a big cost? 

Mr. Barry. I would say that the items that are on hand as part of 
the military inventory which will be transferred to the mutual security 
program are generally, I would say, stored in our own depots. How- 
ever, there is a surcharge applied for costs of storage where items have 
been earmarked for the mutual security program. I do not have defi- 
nite information as to the total amount of such charge at this time. 

Mrs. Ketiy. In other words, if we overestimate the amount of 
material earmarked for this program, the storage of that could be very 
excessive ¢ 

Mr. Battery. I don’t have any specific data on that at this point. 

Mr. ZAsLocki (presiding). Mr. Curtis. 

Mr. Curtis. Mr. Chairman, thank you. 

I would like to go back to yesterday’s hearing. 

I hand Mr. Campbeil, if 1 may, a tabulation on the subject of Israel 
which I mentioned yesterday, prepared by ICA. 

That tabulation pulls together various forms of relief, including 
loans from the Export- Import Bank, sales of agricultural commod- 
ities under Public Law 480, and gives the whole ] picture in one page, 
including figures showing what “aid was grant and what aid was 
loans. 

I offer this in connection with my suggestion of yesterday that it 
would be very helpful if the GAO could furnish us some of your 
material, just tabular statements that would pull this information 
together. 

If we could also have something on a spending basis as well as an 
appropriation basis, I think that would help us also. 

Mr. Campsetn. These figures are apparently on an appropriation 
basis? 

Mr. Curtis. That is right. 

Mr. Campsety. It is a very good statement. 

Mr. Zantocki. Mr. Curtis, are you requesting that the GAO provide 
for the record a set of figures for the country of Israel ? 

Mr. Curtis. Mr. Chairman, I made a request yesterday and I am 
adding this statement today to throw further light on that and say 
that something like that would be extremely helpful. 

I shall be glad to put the tabulation in the record. 

Mr. ZaBLockt. Without objection, it will be made a part of the 
record. 

(The information referred to appears on p. 692.) 

Mr. Zasiockt (presiding). Mr. Selden. 

Mr. SevpeNn. On the area w here your auditors have spotchecked, 
have they found more waste and inefficiency in the administration 
of the economic portion of the mutual security program or in the 
military portion of it ? 

Mr. Camppety. I think it would be safe to say, Mr. Selden, that the 
operations in the economic area, as well as the operations in the defense 
areas, would show equal im rovement over the last few years. I 
think we are hopeful that the defense area will show more rapid 
improvement because the Defense Department should be in a better 
position to make improvements as against the ICA economic operation, 
which is more difficult to handle. 
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Mr. Sevpen. Can I gather from your answer that there is more 
room for improvement in the defense portion than in the economic? 

Mr. Campse... I think so; yes. 

Mr. Sevpen. That answers my question. 

Now, let me ask you one other question: When your auditors return 
to an area that they have already inspected, do they usually find an 
overall improvement in the administration of the program or do they 
find a correction of the previous errors and little or no overall 
improvement ? 

Mr. Campse.t. I would prefer to have Mr. Lippman or Mr. Bailey 
speak on that phase of it. 


STATEMENT OF JOSEPH LIPPMAN, ASSISTANT DIRECTOR, DEFENSE 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Lippman. I think it is important to point out the magnitude 
of the problems that confront the military missions in these countries. 

For example, we were talking before about the excess problem. 
As we presented in our findings to the special Subcommittee for Re- 
view of the Mutual Security Programs in January, these are of vast 
x ayo Before a program can be developed and before the 

efense Department can come up here with a sound program of what 
they actually need, these excesses have to be determined. 

Now, it is a long-range program to determine those excesses, and to 
take those into account in developing current requirements, based on 
the real needs of the country. 

When the defense officials were up here in January, they told you 
that it would take from 2 to 4 years to identify these excesses. This 
is just one of the logistics deficiencies in Korea and the magnitude 
of it is so great that they actually estimate that several thousands 
of people would be required—U.S. officials would be required—to get 
in there and to do the job. 

So when we go back and look at these programs on our second 
followup, we might see that the improvement is taking place and 
whether it is sufficient improvement or not you have to weigh against 
the total magnitude of the problem. 

We think they are making sincere, conscientious efforts to do some- 
thing, but we also believe that the total picture is one that requires 
some véry strenuous efforts. 

Mrs. Ketiy. Will the gentleman yield at that point ? 

Mr. Sevpen. Yes, I yield. 

Mrs. Keity. Do you mean to tell me when the MAAG group would 
make their determination for the next year’s need they would not have 
the answer to what was in excess or what was in storage at that point 
before they requested more? 

Mr. Lippman. Mrs. Kelly, the reason we are coming up with $1.5 
million of overstatement in the program is because we, in our own 
examinations, have been able to identify excesses which were not re- 
corded before, that they were not aware of, and which we were able 
to say, “Here are these items which are excess, You don’t need them. 
Don’t put them on the programs and don’t ask for funds for them.” 
We think this is primarily a responsibility of the Agency, themselves, 
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and they are going ahead and doing something about it, but we believe 
it will take a considerable amount of time to go out to the depots and 
to count these vast stores of equipment and material and to find out 
what they have in excess of their real needs. 

Mr. Setpen. When you find these excesses in so many different 
categories—for example, you say that you found 59 errors in 90 items 
tested—does that indicate that perhaps we are giving too much money 
to some of these programs ? 

Mr. Lippman. I think this goes back to a previous question that if 
all of the excess were known in Korea and in these other countries, 
we believe reductions could be made in the current program. 

Mrs. Courcu. Will the gentleman yield ? 

Mr. Sevpen. Yes. 

Mrs. Cuurcu. How did it all begin to happen ? 

Mr. Lirpman. Well, I think this goes actually back to the 1950 pe- 
riod. Something in excess of over $3 billion of materiel was given 
to the Koreans as a result of the Korean war and a substantial portion 
left there after we pulled out in a very uncoordinated manner. 

Our troops pulled out. The forces were withdrawn and there 
weren’t the records at that time because nobody was thinking about 
records when you fight a war, and these vast stockpiles were left and 
turned over to the Koreans. In addition to that, an additional [se- 
re deletion] of military assistance materiel was given to those 
people subsequently. 

In order to account for this materiel, you have to have a rather 
good system of record keeping, of stock control, of inventory manage- 
ment. And this materiel was turned over at a time when this was not 
in existence and consequently we have these excesses which we have 
described to the special committee which now present the problem of 
getting in there and controlling these quantities. 

[ Security deletion ]. 

Mr. CampseLtL. You understand our approach here, Mr. Selden. 
We couldn’t do very much along that line. 

Mr. SELpEN. I realize that. 

Mr. CampseE.L. In our system of testing we come up with an answer 
which gives us a clue as to what might happen if we expanded the 
sampling. 

Mr. Sevpen. I think it would be helpful to the committee to have 
that information included in the record if it can be supplied. 

Mr. Batter. I might point out the high incidence of error we find 
here is the reason we are back in there at the present time reviewing 
the present program. 

Mr. SeLpenN. We won't have the benefit of that report before this 
bill is considered. You stated it would be possibly late June before 
the report is available and this legislation will probably be considered 
by the House of Representatives before that time. 

Mr. ZasLocki (presiding). That information will be obtained and 
placed in the record. 

(A classified memorandum was subsequently submitted for the 
committee’s records :) 

Mr. ZABLOCKI (presiding). Mr. Pilcher. 

Mr. Piutcuer. Mr. Champbell, you stated in answer to the chair- 
man’s and Mrs. Bolton’s questions that you felt they were definitely 
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making some progress, but I believe you also stated that this is a 
long-range matter and that it.is going to take years before they could 
make enough progress to satisfy your Office completely, to say they 
are doing a good job. 

Mr. Campse.y, I am quite sure of that, Mr. Pilcher. 

Mr. Pitcuer. Now, if an American businessman was to conduct his 
business in the same manner that lots of these programs are conducted, 
and submitted his annual report to the Treasury Department for in- 
come tax purposes, he would be in bad shape, would he not? 

Mr. Battery. He certainly would. 

Mrs. Botron. He wouldn't have been through a war, necessarily. 

Mr. Prrcuer. Now, you need not answer this question if you do not 
want to, but your Office, as Mrs. Church stated, is the only source of 
information that we of the committee can go to that looks at all sides 
of the question. 

Don’t you believe in some instances that they just had too much 
money to give the right programing and planning to carry them out ? 

Mr. Camppetyt. We have felt that the organization in the past, and 
I think probably at the present time, has a tremendous job to do to 
handle all of this money and to properly set up these projects. I think 
we have said that. 

Mr. Pitcner. Thank you, Mr. Chairman. 

Mr. Zasiockt (presiding). I wish to announce the staff advises me 
the table called to our attention by Mr. Curtis, is an amended version 
of the table already included in the hearings on page 692. 

The staff believes, and I agree, and I am sure the committee will also 
join in agreement, that rather than have two tables that will be differ- 
ent, that the table now in the hearings should be brought up to date 
and corrected to include title ITI, Public Law 480 funds. 

Without objection, the table on page 692 will be corrected and the 
figures for Public Law 480 funds included. 

Mrs. Cuvrcnu. Are we sure which one is correct ? 

Mr. ZasLockr (presiding). We can never be sure and perhaps.a 
week or two from now we may get another one sent up from down- 
town. We will request the Department to reconcile the figures, make 
them as accurate as possible, and then have one table and one that 
is accurate. 

Mr. Pircuer. Was it an accurate table when they brought it up 
here ? 

Mr. ZaBLocki (presiding). There was an omission of title ITI, 
Public Law 480 funds. 

If there are any other corrections the Department believes should 
be made, I think they should be made to the table prior to final 
printing. 

Without objection such corrections will be made to the record. 

Mr. O’Hara. 

Mr. O’Hara. Thank you, Mr. Chairman. 

It seems to me we serve no useful purpose by going into what hap- 
pened in the past unless it has a bearing upon the present. 

I appreciate that in Korea there was an unusual condition. The war 
had ended, there was a lot of surplus with nobody to take care of it 
and not very much competency in its handling. at I am interested 
in is the present situation. I note your prudent statement that “such 
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inspection teams can be valuable management tools as long as top 
program management has confidence in their endeavors and supports 
their findings.” 

At the present time do you find that the top program management 
people have confidence in what you are doing? 

Mr. Camrpse.t. I think, Mr. O’Hara, the teams we are speaking of 
here are the inspection teams of the agency. These are not our teams. 
We are not concerned about whether the agency has confidence in our 
endeavors. We have evidence that they do pay attention to what we 
have to say and naturally because of your support we get some results. 

You mean here that this idea of inspection teams in Defense and in 
ICA, if those teams are supported by top management this should be 
a good sign and we should see some results ? 

Mr. O'Hara. Perhaps I didn’t understand ; ICA employs inspection 
teams of its own ? 

Mr. Campesetyt. The inspection teams referred to in my formal 
statement are Defense inspection teams. 

Mr. Barter. These are military teams composed of both U.S. 
officials and Korean officers. / 

Mr. O’Hara. Have you found a spirit of cooperation on the part of 
ICA and of the military people—we are in the military end now. 
Do they cooperate with you / 

Mr. Campseti. With us? 

Mr. O'Hara. Yes. 

Mr. Campsett, I think in view of all the circumstances there is ¢ 
reasonable degree of cooperation. 

I think, Mr. O’Hara, I have to refer to the question that Mrs. 
Church brought. up and that is the degree to which we may face a 
withholding of records which we would like to see. This is a very 
major question both in Defense and ICA. 

Mr. O’Hara. Why do they withhold records from you? 

Mr. Camrpe.i. Well, the reason we have been given, is that this is 
a matter of Executive privilege. In other words, the records which 
we have required are considered confidential reports—not classified, 
but confidential within the Defense Department or ICA and they feel 
we are not entitled to such records because they are in the nature of 
a subordinate’s report to his superior. Just as it might be the report 
of a Cabinet officer to the President. This kind of report, they feel, 
we should not see. 

Mr. O’Hara. That seems to me very serious. You are largely an 
instrumentality of the Congress. It is from you only that we can get 
the information separate from the information of the executive 
department. Who has passed upon the question of your right to see 
these records ? 

Mr. Campsett. In Defense it has gone to the Secretary of the De- 
partment and on one occasion recently it has gone as far as the 
President. 

Mr. O’Hara. I am wondering, Mr. Chairman, if that is not a field 
for legislation. It is seemingly a very serious matter if the Comp- 
troller General, acting largely for the Congress, is denied access to 
these records. 

Mr. Campsety. It could be a constitutional question. I am not a 
lawyer, of course. 
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Mr. O’Hara. I quite agree with you and nothing is more interesting 
than when they bring a constitutional question on the floor of the 
House where we have many lawyers and each lawyer has his own 
interpretation. 

Well, thank you very much, General. 

Mr. ZABLOcKI (presiding). Mr. Wainwright. 

Mr. Warnwricut. Mr. Campbell, followi ing Mr. O’Hara’s state- 
ment, the President of the United States earlier this week ordered the 
executive branch to make available to the Ways and Means Committee 
various income tax refunds and all corporate income taxes. 

Mr. Camppety. We are hopeful that is what will happen, but it 
slowed us up somewhat this past year and our program is so geared— 
you can imagine going into one of these big airplane plants with a 
team of perhaps 30—every man has a job to do and we have to work 
very fast—and if we have a holdup on reports or material withheld 
from us it just means many men are just sitting there and it might 
result in months of delay. 

We are hoping this will happen, that what you have said will come 
about, that they will see the error and will understand that we must 
have available information of a business-financial nature. 

Mr. Zasiockt. Will the gentleman yield? 

Mr. Campbell, are there records that are withheld from your depart- 

ment that are available to the Bureau of the Budget ? 

Mr. Campseti. Well now, I am not sure. 

Mr. Lippman. Yes; they would be available to the Bureau. 

Mr. Zastockt. They are available to the Bureau of the Budget but 
withheld from your agency. Mr. Campbell, your agency is directly 
responsible to Congress. The Bureau of the Budget is responsible to 
the Executive. How can your agency do a good job unless those 
records are available to your agency ? 

Mr. Warnwricurt. Of course, I think, Mr. Zablocki, that again the 
Speaker of the House, who is very jealous of the prerogatives of the 
House of Representatives, if this question were properly presented to 
him and his dander were up, would ask the President for this and I 
think probably the President would accede and grant this request. I 
don’t think this is as serious as people’s income taxes. 

Of course, Mr. Campbell, there are certain things that fall—I think 
Mr. Zablocki or Mr. O’Hara asked you that question as to whether this 
information was of a highly classified nature or involving national 
security or something like that. That we can all understand. 

Mrs. Ketty. Ora policy matter. 

Mr. Warnwrient. Or a policy matter to a certain extent may affect 
ee on one side or the other, but I think it should be made avail- 
able 

Mr. Campseti. This doesn’t concern classified information. We 
cover that gracefully with Defense, I think. 

Mr. Warnwrient. I read this report yesterday, but to refresh my 
mind, this is the second of two tours by the teams ? 

Mr.Campnen. Yes. 

Mr. Warnwricur. The question: Is there a third planned to see 
whether the deficiencies you outline are corrected ? 

Mr. Batiry. We have people in Korea now. We have about eight 

people there now. 
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Mr. Campse.u. We have about eight people over there now. 

[Security deletion. | 

Mr. Warnwricut. The third question, Mr. Campbell, was how did 
your team and associates on the spot pick these four or five areas to 
go into? Was it because the deficiencies were more glaring ? 

Mr. CampseE... I believe there was some discussion on our views 
and the Defense Department views on these particular items. 

Mr. Batey. The Subcommittee for Review of the Mutual Security 
Programs of this committee held hearings in January in connection 
with the program in Korea. 

At that time we gave c summary of the findings that we had de- 
veloped as a result of our review in Korea in October 1958. 

Defense gave their position in response to our—you might say in 
rebuttal to some of the points we had here made. Because of certain 
differences expressed during that hearing, we asked some of our people 
to go back to Korea and check out the factual situation with respect 
to these differences. That is the reason for these. 

Mr. WarnwriGut. It was really the area of greatest difference ? 

Mr. Battey. Between our positions. 

Mr. Warnwricut. Thank you, Mr. Chairman. 

Mr. Zas.ock! (presiding). Mr. Fountain. 

Mr. Fountarn. Mr. Secretary, I want to thank you for the coopera- 
tion you have given the subcommittee which I have the honor of chair- 
ing, the Intergovernmental Relations Subcommittee of the House Gov- 
ernment Operations Committee. As you know, we have been investi- 
gating the operations of the Commodity Credit Corporation particu- 
larly with respect to possible windfall profits being made by export- 
ers who buy surplus commodities from the Commodity Credit Corpora- 
tion or obtain CCC export subsidies and then resell these commodities 
to other Government agencies or under Government-financed programs 
such as the mutual security program. 

I wonder if you are presently in a position to express an opinion 
as to whether or not tremendous savings might be made by the ICA 
in their financing of the resale of surplus agricultural commodities ? 

Mr. Campre.y. I think savings can be accomplished, some savings. 
I don’t know what the magnitude would be. 

Mr. Fountarn. For example, in our investigation we found one 
transaction where CCC sold 7,000 tons of broken rice for about $38 
a ton. Immediately thereafter ICA paid $58 per ton to have the 
same rice exported to French West Africa. 

I understand ICA has filed a claim for about $100,000 because of 
the excessive cost in this particular situation and this is one of the 
many situations into which we are going and of course, with a 
limited staff we can touch only a few, but I wonder if you have ade- 
quate information at the present time from your subordinates who 
have been working on this problem to express an opinion that savings 
substantial or otherwise, might be made by more careful checking 
by the ICA and the prices they pay exporters? 

Mr. Campse.t. I have no up-to-date information on that. I know 
our group is giving, as you know, considerable time to it. I have 
no doubt we will come up with, as I say, a savings, or suggestion far 
savings. 
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_ Mr. Founrary. For example, just as an indication of the amount 
involved, I have a list of 20 firms which from January 1954, to June 
30, 1957, received a total of $833,233,000. I think the total was about 
$2 billion for the shipment of surplus agriculture commodities un- 
der the mutual security program. It is interesting to note that seven 
firms received a total of $518 million and the remaining 14 firms re- 
ceived a total of $833 million. 

Now, it may be that their profits on their business were reasonable, 
but I mention these sums as an indication of money which ICA is 
spending, money authorized by this committee and appropriated by 
the Appropriations Committee, in addition to expense items you have 
been commenting about today. 

Mr. Corriy. Would the gentleman yield for a question? Is this 
Public Law 480 or is this section 402 ? 

Mr. Founrarn. Section 402. Public Law 480 is very similar. 

Mr. Corrin. So it is not just mutual security; it is also Public 
Law 480? 

Mr. Fountarn. That’s right. 

Mr. Warnwricut. Would the gentleman yield? This is what you 
told us about the other day. 

Mr. Founratrn. Yes. 

That is all, Mr. Chairman. Thank you. 

Mr. Zastock (presiding). Mr. Coffin. 

Mr. Corrix. Mr. Campbell, on page 8 of your statement where 
you make your summary, it is stated [security deletion]. 

Can you form any judgment about how much of the deficiencies 
can be corrected within our Government and how much must be 
corrected by the local authorities? 

Mr. Bary. If I may answer that, the logistical system in Korea 
is operated by the ROK forces. Consequently, the first step in the 
correction—one of the major steps in the correction of the deficiencies 
will be to create in Korea a logistical operation which can control, 
handle, store, maintain, preserve the materials that are given to 
Korea. 

In order to accomplish this, there must be a substantial advisory 
effort on the part of the United States. 

But many of the basic improvements will have to be effected by 
the Republic of Korea itself. 

Mr. Corrry. The normal reaction of the members of such a com- 
mittee as this, when they hear of deficiencies in programing and al- 
locating excess materials, and in administering the distribution of 
these materials, is to say that first of all there is more money that 
has been spent than needed to have been spent if we had had a better 
system. 

And the second reaction is that since there is a lot of waste, it is 
going to take a long time to devise and carry out procedures that 
would prevent it and the answer is to cut drastically the funds made 
available. 

Now, my question to you is, is a substantial or massive cut going 
to bring about improvements in the administration, of programs in 
Korea ? 

Mr. Campsety. I don’t think that would follow at all. I think we 
had this discussion a moment ago on excesses and it would be very 
well if you could say we have found this error of so many millions of 
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dollars and therefore by reducing the program. you would correct 
that error. I don’t think that follows at all in this particular situa- 
tion. 

Mr. Corrrx, Do you feel—you have gone over this before, I know, 
but do you feel that you are getting enough cooperation from the 
military authorities and the nonmilitary authorities in our Gov- 
ernment? 

Mr. Battery. We feel that the actions that have been taken in 
Korea particularly have been very commendable. They have at- 
tempted to verify and have substantiated the deficiencies that we have 
pointed out to them. They have set up these inspection teams; they 
have worked with the Korean Ministry of National Defense in an 
attempt to get some of these areas corrected. 

All of these things we feel are very commendable actions. Actu- 
ally the total results that have come out up to the point of our review 
in March 1959, have not been patticalety substantial because this 
is a long-term program. We must all recognize it. I would say the 
level of cooperation we have had in Korea and most other countries 
has been very good with respect to our findings. 

Mr. Corrry. Mr, Chairman, a word of personal experience is in 
place here. 

During World War II my job in the Navy was in the Supply 
Corps. I was stock-control officer for what we used to call a floating 
aviation supply depot, We would also have depots on such islands as 
Guam, and even with a complement of American personnel, officers 
and men and procedures, 2 Navy Supply Manual a half a foot 
thick, we got into some of thé nicest foulups that you would want 
to see. 

So T think in passing judgment on Korea we have to realize the 
difficulties of working with a primitive people who need to under- 
stand such simple things as stock numbers and catalogs and taking 
inventory and getting documents for every issue and basic things 
like that. 

Wouldn't you agree ? 

Mr. Campnety. 1 would. 

Mr. Zasiockt (presiding). Mr. Farbstein. 

Mr. Farsstern. Mr. Campbell, I wish that you would clarify a 
statement that I think that you made previously this morning, and 
if my understanding of the statement is incorrect I wish you would 
please correct it. 

I think that you said that “they have sums that are too large for 
them to handle.” 

You made a statement of that nature, did you not ? 

Mr. Campsett. Yes. My statement, or my answer to that ques- 
tion was just that—this program is a very complicated, big program 
and it takes a lot of organization and a lot of talent to do it properly. 

I have seen evidence—I think we have mentioned cases—which 
made us uncertain that the organization could get the program under- 
way to the extent that was required to justify the appropriation 
made for the purpose. 

Mr. Farsstetn. It would seem then that the thing to follow would 
be that the sums should be reduced so they could be handled properly. 
Would that not seem to follow ? 
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Mr. Campseii. Well, I would say that the smaller the operation, 
the more apt it would be to be done well. 

Mr. Farsstern. Well, Korea aside, because I appreciate the disad- 
vantages and the handicaps that we are under, would you say that 
the statemnt that I suggested that you made would apply similarly 
to the other areas wherein assistance is being given both militarily 
and economically ? 

Mr. Campsett. I think we made that statement yesterday in this 
room. 

Mr. Faresrern. It has that same application, is that it ? 

Mr. Campseu. That is right. 

Mr. Farssrern. What you say frankly troubles me because I am 
in favor of the program and have repeated it and reiterated it time 
and time again. But for some reason or other I can’t seem to get 
something to hang my hat on, something that I can lean on in know- 
ing that the program is handled in a manner in which it should be 
handled, which we all desire. 

Frankly I am trying to find a way out. How could this thing be 
done properly? You are an expert. What do you suggest ? 

Do you think there should be some cut, there should be no cut, there 
should be a large cut? 

Mr. Camppe.y. I don’t think I am an expert in that particular 
area, Mr. Farbstein. 

Mr. Farssrern. Well, you are an expert in this sense: You may not 
be able to determine whether a particular country needs a particular 
sum of money, but you should be able to determine whether or not 
$500,000 appropriated to a particular country can be properly han- 
dled by those who are handling it so that the best for the money can 
be received in that particular country. That is what I mean. 

Mr. Campsexy. I agree our organization is capable of looking at 
a program of that kind, of the type you are discussing, and telling 
you in our judgment the organization, as set up, probably could 
or probably could not handle that amount of money. 

Mr. Farssrern. Now, have you done that with any of these 
programs ? 

Mr. Campse.y. Mr. Lippman will speak to that. 

Mr. Lippman. We have done that. We consider that an essential 
part of our job and we were up before the Subcommittee for 
Review of the Mutual Security Programs, testifying not only on 
Korea, but Iran as well. The program that was going on in Iran was 
part of a Middle East effort some time ago, which was a crash pro- 
gram. Material was delivered —— 

Mr. Farsstrern. I understand the situation in Iran was a crash 
program originally when there was a lot of difficulty and they had to 
throw money in to appease this fellow Mossadegh. 

I am not considering these particular situations, I want your evalu- 
ation of a situation that would normally flow from a mutual security 
pragram of this type where there are no special situations like Iran 
or Korea. 

Mr. Lirpman. Well, once again our basis—the period you are talk- 
ing about and in which we came up here to give to the special sub- 
committee, was later than the Mossadegh period; it was the recent 
programing. Our criteria for examining the validity of these pro- 
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grams includes, among other things: Can the country utilize the 
equipment which is being poured in there and can the MAAG handle 
and control the amount of material that is going into these countries? 

Our comment to the special subcommittee on Iran, Turkey, and 
other countries is, in those situations in which the material goes in 
in such a massive quantity that control is lost, to point out the con- 
sequences of these actions. 

Mr. Fareste1n. Well, did you make a definite recommendation with 
relation to these countries in view of your conclusion ? 

Mr. Liepman. Mr. Farbstein, it is impossible for us to make over- 
all recommendations in this respect because the overriding considera- 
tions in many of these cases are political in nature over which we 
have no competency to make an Reet. 

Mr. Farsstern. Assuming that what you say is so, assuming that 
from a political standpoint we have got to give country X a certain 
sum of money, but if you come to the determination that the sum 
of money we feel should be given to X country is too large a sum 
for those who handle it to handle, and that the sum is too large for that 
country to properly receive, don’t you think that under those cir- 
cumstances it is your duty then to’come here and say, “We feel that 
the sum that you have appropriated for this country is too large, we 
have no personnel to handle it and furthermore, in other instances, 
the sum cannot be properly handled in the country.” 

Mr. Lippman. We feel it is our duty and we have so reported to this 
committee. 

Mr. Farsstern. Well, now then, will you give me one country 
wherein you recommended that there be either a cut in military or 
the economic and where you have found that the sum appropriated 
is too large to be handled ? 

Mr. Lirpman. Well, I would like to point out that as we see our 
function here, it is to bring to the attention of this committee the 
consequences of the actions that are being taken. 

Mr. Farsstern. I understand that. You gave me that answer previ- 
ously. Can you give me a direct answer to my present question ? 

Mrs. Ketty. Did the statement to your subcommittee include this 
answer ¢ 

Mr. Zasiocki. Yes; in Korea there were several instances of excess. 

Mrs. Ketiy. Did they give it to you on Iran? 

Mr. Zastockt. In several other areas; including Turkey ? 

Mrs. Ketty. It has been given to the subcommittee and I think our 
job is to get the answer from the subcommittee. 

Mr. Zasiockt. I am sure Mr. Campbell can answer your question. 

Mr. Lippman. The specific answer is that we have not recommended 
in any of our reports or any of the testimony we gave specific reduc- 
tions in the program—in the budget. 

Mr. Farsste1n. We are dealing in generalities. 

Mr. Batrtey. If I might add a little to this in response to your ques- 
tion, perhaps I can clarify it a little bit. 

While we are not recommending the reduction in the appropriation 
or the amount of moneys allocated to any particular country, we have 
in several countries recommended a reevaluation of the force goals on 
which this program is predicated. In other words, the force goals 
determine how much of particular end items, consumables, and con- 
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struction materials will be given as part of the military assistance pro- 
gram to these countries. 

We have recommended reevaluation of these force goals. In these 
countries where we feel perhaps the program is too large, or the coun- 
try does not have the capability to maintain support, and utilize the 
equipment that is being furnished. ' 

Mr. Farsstern. Have you been specific, insofar as amounts are 
concerned ? 

Mr. Battery. No, sir; we have not. 

Mr. Farssrern. Do you think that you have the authority of mak- 
ing recommendations of that type? 

Mr. Zasvockt. That enters into policy. 

Mrs. Ketiy. They haven’t the authority. 

Mr. Farsstrein. Do you mean they haven’t the authority to recom- 
mend ? 

Mrs. Keury. As I understand it, they have not the authority to 
recommend. 

Mr. Zas.ocki (presiding). Your time has long expired, Mr. Farb- 
stein. 

Mr. Fulton. 

Mr. Fvuron. I think Mr. Farbstein has a good point on this. Would 
you name the countries ? 

I think you have a good point. You have asked about naming the 
countries other than Korea in which they have under these circum- 
stances recommended a reevaluation of the target program. 

Mrs. Ketry. Force goals. 

Mr. Lippman. We have done this in specific countries and we have 
done it in our report of March 1957, which we sent, to the committee. 

Mr. Futron. Would you please name them, one, two, three, four ? 

Mr. Lippman. We have draft reports now which are in process and 
which we hope to submit up here very shortly on Italy and Turkey 
and we have commented to that effect on Japan and similarly in our 
first report on Korea. 

[Security deletion. ] 

. Mr, Farssretrx. Would the gentleman yield for one question when 
you are through ? 

Mr. Futon. I yield. 

Mr. Farsstrin. Can you tell me of any instance in which you have 
urged a reevaluation, has the sum of money appropriated been re- 
duced to any degree from that which was appropriated during the 
previous years ? 

Mr. Lippman. Not that I know of, Mr. Farbstein. There is cur- 
rently in process within the Department of Defense a reevaluation of 
the MAP force objectives for NATO which you may have heard 
about in connection with bringing those more into consonance with 
MC-70. 

[Security deletion.] Weare now in the process of trying to identify 
the amounts which have been requested on appropriations and which 
may not be needed if these revised force objectives are accepted. 

Mr. Fcrron. Could you tell us this: Did you go into any investiga- 
tion of the balance between the Armed Forces such as equipment and 
hardware, the defense support, the special assistance, or straight-out 
point 4 economic aid? Did you try in any regard to balance among 


programs within a particular country ? 
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Mr. Lirpman. No, sir; we did not, 

Mr. Batter. Although we do include in our reports information 
and comments with regard to these points that we have been able to 
get in the country from such sources as the embassy or the country 
team. 

Mr. Furiron. Have you done the same reevaluation not only in the 
military, but on the other aspects of this same kind of a program? 

Mr. Barrer. I don’t think I followed your question. 

Mr. Fouiton. You have reevaluated the military. Have you re- 
evaluated other aspects of the program on the same basis, economic, 
point 4? 

Mr, Camppe.y. I am not prepared to answer that, Mr. Fulton. 1 
will put it in the record. 

(The information requested is as follows :) 


In response to Congressman Fulton’s question whether the General Account- 
ing Office has reevaluated aspects of the mutual security program, other than 
the military program, such as defense support, special assistance, and point 4, 
we are presenting the following information. 

In the economic and technical assistance program, foreign policy has been 
an important factor which has influenced the nature and size of individual 
country aid programs. Consequently, we have not attempted to reevaluate, 
for the several programs eXamined by us, the need for aid, how much the 
annual level of aid should be, or how such level relates to the level of military 
assistance. However, in most’ of our audit reports, we have pointed to the 
undesirable practice of overprograming assistance funds, since it fails to take 
into account the absorptive capacity of the recipient nation and the limited 
technical and administrative facilities, and tends to immobilize funds for a 
period of years and create a backlog of program activities. 

In particular, we called attention to this situation in our reports on the ICA 
programs for Laos and Pakistan, respectively. 

In the case of Laos, we reported that the economic aid program, averaging 
around $45 million a year during the period 1955-57, was disproportionate in 
size to the normal volume of economic activity in Laos. The country has an 
estimated population of about 2 million persons who are mostly illiterate and 
of a primitive culture, and the gross national product.in Laos is estimated 
at around $100 million a year (excluding outside assistanee). The high level 
of imports financed with U.S. dollars tended to strain the internal facilities of 
the country, provide more goods than the country could readily absorb, and 
lead to diversions and other malpractices by importers and suppliers. 

A gradual reduction in the aid level, to somewhat below $25 million dollars 
in the current year and the devaluation of the kip in October 1958 have improved 
this situation. 

In the case of the economic assistance program for Pakistan, we expressed 
the belief that faulty programing concepts have contributed to the unsatis- 
factory conditions which we found, particularly in the area of project assistance. 
We believe that the annual level of aid, averaging close to $100 million during 
1955-57, has been beyond the technical and financial capacity of Pakistan and 
the administrative ability of the United States; and that ICA and its predecessor 
agencies have dispérsed their efforts over such a wide range of projects—totaling 
over 100 individual undertakings—that effective administration has been diffi- 
cult, if not impossible. We recommend that the agency reexamine the size and 
scope of its aid program with the objective of adjusting it to a level com- 
mensurate with the capabilities of the United States and Pakistan to carry out 
programed activities efficiently and expeditiously to their intended completion. 
This recommendation, however, in no way implied any judgment as to the extent 
of aid needed by Pakistan for its economic development. 

ICA has acknowledged that, in the initial stages of the Pakistan program, it 
attempted to do too much and that activities were too widely dispersed. The 
agency advised that the number of projects has been reduced and further cut- 
backs are contemplated. 


Mr. Zaniockt (presiding). The gentleman’s time has expired. 
Mr. Murphy. 
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Mr. Murrny. No questions. 

Mr. Zasiock! (presiding). Mr. Bowles. 

Mr. Bowtes. Mr. Campbell, I would like simply to say this: It 
seems to me the work that you have done is extremely valuable and 
I wish there could be more of it. 

Not long ago I made a speech on the floor in which I made the same 
point that you have made, that some nations are much better pre- 
pared to absorb our assistance than others and it is better to limit 
our major, long-range aid to nations that can use it most effectively. 

When we give such assistance to nations which lack this ability, 
they end up frustrated, we end up frustrated, and usually there is 
more bitterness and less stability than there was in the first place. 

Other nations, on the other hand, are prepared and capable of tak- 
ing much greater aid. Those nations should receive much more 
favorable treatment and we should be prepared to place major bets 
on them.’ 

We should work hard as you are doing to eliminate or reduce waste. 
At the same time we must not lose our perspective. The purpose of 
this program is to meet a world crisis of enormous dimensions; a 
crisis in which I think we are now losing ground. 

There is no excuse for much of the waste which you describe. But 
we shouldn’t forget where we are trying to go and we shouldn’t get 
so discouraged and frustrated by past errors that we lose contact with 
our purposes and the tremendous urgent need for this program. 

I also suggest that one of the greatest causes of waste has been our 
hand-to-mouth, year-to-year authorizations. You couldn’t possibly 
run General Motors if you had no idea of whether you would be able 
to finish the new assembly line next year or not; whether your income 
is going to be cut off or continued. 

One of the greatest sources of waste in the Development Loan Fund 
is the year-to-year character of the program. I would like very much 
to see us put this effort on a long-range basis so that people could 
plan efficiently. I think we would save a lot of money for the Ameri- 
can taxpayer and do a better job. 

That is all I have to say. I just want to compliment you on what 
you are doing and wish there were more of it. And to suggest that 
in our frustration and irritation over many of the things that are 
wrong, we not lose our perspective over what we are trying to do, 
and where we are trying to go. 

Mrs. Bouron. Heat Whar 

Mr. Farsstetn. Will the gentleman yield ? 

Mr. Bow gs. I will, cheerfully. 

Mr. Farestern. In connection with what you said, I feel exactly 
the way you do and if it appears by my questioning that I am opposed 
to the program, let me assure you that that is not my intention. 

However, when I hear a statement from a responsible individual 
and from a responsible agency of Government that is attached to the 
Congress say that the sums are too large for either the country who 
receives the money to handle it or for the personnel that is disbursing 
it to handle, and despite that fact there has been no reduction in either 
sums, I am very much troubled and I would like for you to tell me 
how we can overcome that situation and still take the position that 
you suggested we take. 
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Mr. Bowtgs. I am trying very hard to write an amendment to the 
— Security Act that will get at this. It is not an easy thing 
to do. 

Mr. Farsstern. Well, I am with you. 

Mr. Bow es. If we are not careful, we will put the administration 
into inflexible situations, which is wrong. Nevertheless, I think we 
can establish some practical standards for allocating funds. 

I believe that you brought out a very basic point: That some coun- 
tries simply cannot absorb the money and use it to good advantage 
and when they don’t use it to good advantage the reaction is always 
to everybody’s loss. 

There are some cases, of course, where we have to move ahead even 
though there is waste. 

In a war you may have to take a hill even though the cost is very 
high. There are certain similar situations in dealing with economic 
aid and the administration should be able to meet them. But I think 
there should be a much clearer set of standards. 

Mr. Farsstern. May I just comment on the other end of it: You 
talk about countires that are given moneys that are too much for them 
to handle. How about the other situation? How about particular 
bodies being given money too large for them to handle and too large 
for them to distribute ? 

Mr. Bowtes. Yes, and I will add another group; those who wel- 
come our aid primarily to maintain regimes which could not stand 
on their own two feet 5 minutes without us—governments which have 
no roots, no lasting stability. 

Mr. Farsste1n. Pardon my interruption, but you are not answer- 
ing my question. 

Mr. Bow tgs. I intended to agree with you on your very good point. 

Mr. Zasiocki (presiding). Has anyone further questions of the 
witness ? 

Mrs. Botton. I move that we do now adjourn. 

Mr. Zastocki (presiding). If there are no further questions, the 
committee is adjourned. 

(Whereupon, at 12:20 p.m., the committee adjourned, to reconvene 
at 10:30 a.m., Thursday, May 14, 1959.) 
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